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ENEMY AIR ATTACK 


In response to many enquiries as to the behaviour of John Tann 
Safes and Strongrooms in the devastating fires caused by Air 
Raids, we quote below a few extracts from the large number of 
appreciative letters which we have received on this subject 


ra two John Tann Safes which went through the great London 
“blitz” of Dec. 29/30th, 1940. The larger safe was discovered 
on the ground level(from the 3rd floor) within 2/3 weeks of the 
catastrophe and all our books were in perfect condition internally. 
lhe other, containing important documents and money, was 
found 10 months later and although externally in very bad 
condition —fully exposing the terrible ordeal it had gone through 


the contents were intact.” 


‘** We should like to place on record our appreciation of the service 
rendered by this safe, and, for your information, it has been in 
our possession for over 35 years and has been involved in two 
serious fires as the result of enemy action during the past five 
months and, on both occasions. the entire contents have been 
saved in useable condition.” 


** The premises were recently destroyed by enemy action and in 
spite of the intense heat from the burning building and the fact 
that 300 gallons of Petrol burnt underneath the Strongroom, our 
clients were able to remove the whole of their papers intact.” 


The whole building at our City address was demolished by 
enemy action on 29th December last and all that could be seen in 
the little debris left, after burning for three days, was my safe 

astonishment on opening the safe to find everything 


completely legible and mostly in perfect condition.” 


when Carpenter's Hall was destroyed by a land mine. 
This exploded the gas main and the safes were subjected to 
intense heat. The contents of two other safes, not of your 
manufacture, were reduced to ash, while the Company's Cash 
Books, Ledgers and other valuables contained in the John Tann 
Safe were recovered intact.” 


JOHN TANN 


LIMITED 
SAFE AND STRONGROOM ENGINEERS 


117 NEWGATE STREET, LONDON, E.C.1 
Established in 1795 
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A Banker’s Diary 


Mvucu discussion was aroused by the “ National Policy for Industry ”’ 
put forward recently by 120 leading industrialists. The concrete 
proposal is that each section of industry should set up 
Industry’s 4 sectional association, “ charged with the duties of 
Plan ; wae a ae 
for Itself co-ordinating the activities and securing the collabora- 
tion of all producers in a certain section.’’ At fixed 
intervals, these associations would elect a Central Council to formulate 
the views of industry on questions transcending the limits of any 
one trade. The sponsors of the plan recognize that it would have 
only limited effectiveness if a considerable number of firms were to 
remain outside. Hence it would be necessary to consider “ whether, 
and to what extent, the associations would be given specific powers 
(of course within prescribed limits) to make regulations and enforce 
decisions, and whether membership would be made compulsory.” 
In spite of the growth of monopoly in recent years, a scheme of this 
kind would still represent a fundamental change in our industrial 
structure. And it would clearly be open to many objections, of 
which the most important is undoubtedly the political one. If the 
whole of industry were to be integrated in the way proposed, its 
representative council would necessarily be an immensely powerful 
body. It is true that the signatories ‘‘do not for a moment con- 
template any devolution upon the representative bodies of industry 
of legislative powers which properly belong only to Parliament.’ 
Nevertheless, The Times was obviously on the right track in 
suggesting that the proposed council, especially if it were able to act 
in concert with the T.U.C., “ might easily become a body strong 
enough in its own sphere to challenge the authority of Parliament.” 


FROM the economic point of view the plan would be equally open 
to abuse. Closely organized trade associations of the type proposed 
would hold a watertight monopoly, just as effectively 
End of — as though all the individual firms had been merged 
Economic. SR ; 
F in a single concern. Our overseas customers—and this 
reedom __.. 
is still supposed to be an exporting country—will 
always be free to buy elsewhere if they please. But under the 
proposed system, the home consumer would be deprived of this 
fundamental safeguard entirely. It is true that the plan lays down 
as one of the purposes of the sectional associations ‘‘ to establish 
contact with any bodies representative of the consuming public or 
sections of it, and to take account of any representations which may 
be made in regard to the quality or price of manufactured products, 
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or their method of distribution.”” Nevertheless, most people will 
feel that the freedom to buy elsewhere is worth quite a lot of 
‘‘representations.”’ Individual traders, moreover, would be just as 
helpless as the consumer, for it goes without saying that the new 
bodies would be able to discipline their members even more effectively 
than existing trade associations. The plan, in other words, would 
mean the end of economic freedom in this country. 


EvEN these grave objections might not be unanswerable if the 
proposed set-up were the only conceivable means of ensuring efficient 
. production. From this point of view, however, the 
Problem of merits of the plan-are also open to question. Those 
a putting forward the plan undoubtedly feel that the 
establishment of a monopoly in each industry would 
make it possible to secure the full benefit of the economies of large- 
scale production. Hitherto, the impediment to large-scale production 
has always been the insistence of the consuming public on a diversity 
of products instead of a single standard article. And there can be 
no doubt that this insistence on variety is pushed to extreme limits 
through the force of advertising. Many people feel that the consumer 
would not lose but actually benefit if in some directions his choice 
were restricted to a few standard articles produced at low cost. 
for this purpose it is suggested, for example, that in some form 
or another the present utility goods scheme should be continued 
after the war. But the necessary corollary to this plan would be 
the fixing of maximum prices—or some other form of control— 
by the State, to ensure that the economies of large-scale pro- 
duction accrued to the consumer and not to the producers. 


MOREOVER, the proposed associations would have considerable power, 
if they chose to use it for this purpose, to slow down the introduction 
of new products and processes. Admittedly, we are 
assured that they would discourage only “ wasteful 
and destructive ’’ competition, and actually encourage 
“such forms of industrial competition as are conducive to the 
public interest.’”’ The trouble is that, from the point of view of an 
established producer, any new capacity is apt to appear wasteful, 
because it lowers the return on his own plant. It is admitted, 
moreover, that the associations would endeavour to secure an 
adequate remuneration not only for labour, but for capital. 
Obviously, industrialists are the last people who can be entrusted 
to decide what forms of competition are desirable. In sum, the 
scheme is open to all sorts of abuses. One does not question the 
sincerity of the signatories. But this seems eminently a case to 
which the dictum of Samuel Johnson is applicable: “If a man 
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pretends to a principle of action of which I can know nothing, 
nay, not so much as that he has it, but only that he pretends to it, 
how can I tell what that person may be prompted to do? When 
a person professes to be governed by a written ascertained law, 
I can then know where to find him.” 


Towarps the end of November, the War Savings Campaign com 

pleted its third year, and Lord Kinde ‘rsley is once again to be con 

_ gratulated on the results achieved by his own unsparing 

Three —_ efforts and those of his untiring army of voluntary 

Pose: cell workers. The final figures were not available at the 

a time this issue went to press, but the indications wer 

that small savings would reach some £630 millions compared with 

{615 millions in the present year. The detailed figures to date art 
conti ined in the following table : 


WAR SAVINGS TO DAT 
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At first sight the Comparativety small expansion achieved 1n the 
, 


last twelve months may seem disappr inting compared with th 
previous large increase, but it has to be remembered that during the 


past year the finance of the war as a whole has been much less 

expansionary. 

ty National Institute of Economic Research has made publi 

some notes drawn up by Mr. W. T. C. King as part of the Institute's 
survey of the effects of war upon credit pol icy and 

shree rears the London money market. The present report deal: 
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Wilh the Danking trends in the se ma eighteen montns 


Finance ' = ‘Nae 
of the war, that is, from february, 1941, to August, 


1942. This period presents some striking contrasts with the firsi 
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eighteen months, as is evident from the following table :— 


BANK DEPOSITS AND THE DEFICIT 
Twelve Months to end-August, 


1939/40 1940/41 = .-- 1941/42 
£m. £{m. £{m. 
Expenditure ne a Si 2,607 4,384 5,099 
Deficit ae i ‘i a: 1,459 2,747 2,658 
Change in :— 

Total floating debt ic me + 802 + 1,254 + 370 
Tender bills plus T.D.R... ii + 366 + 617 + 188 
Clearing Bank :— 
Bills, call money, T.D.R. oh + 177 292 + 177 
Investments plus advances oe + 18 172 + 92 
‘Net ”’ deposits 237 488 - 3Oz 


The most striking movement is, of course, the sharp check to the 
expansion of floating debt in the third year of the war, a rise of 
no more than £370 millions in 1941/42 contrasting with as much 
is {1,254 millions in the preceding twelve months. What is interesting 
in the light of this movement is the fact that, although the anciaane 
in floating debt was £884 millions less in the third war year than 
in the second, the rise in bank deposits was only £187 millions less. 
There is little doubt, as Mr. King points out, that the most important 
single reason for this has been the decline in overseas disinvestment. 
Throughout 1940/41 the great bulk of our imports from the United 
States had to be paid for in dollars, whereas in 1941/42 Lend-Lease 
aid has risen steeply. Hence the increase of £715 millions in Govern- 
ment expenditure in the third year understates the increase in 
‘xpenditure requiring domestic finance. Moreover, Canada’s accumu- 
lation of sterling has now been replaced “a the {225 millions of 
Canadian Government Contribution, which is taken into the national 
accounts as ordinary revenue. While this change does not affect 
the proportion of aga gre domestic finance, it does 
slow down the creation of floating debt. [urther, the decision in 
July, 1941, to make “ tap” bills available to Empire central banks 
means that a larger proportion of bank finance would be required 


to absorb a given increase in tender bills. 


IN consequence of these various influences, Mr. King points out, 

the check to the rate of growth of bank deposits was appreciably 

less than the amount of subscriptions to tax reserve 

_ Tax certificates, of which £347 millions were outstanding 

Avene ot the end of August. ' (The issue has since increased 
Criticisms 

to {412 millions, and repayments in October amounted 

only to £7.3 millions, against new subscriptions of £42.4 millions.) 

Mr. King fully endorses the criticism of this tax-free security already 
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put forward in these pages. While it cannot be assumed that the 
whole of the subscriptions to tax certificates represent funds which 
would otherwise have lain idle, this is certainly true of the greater 
proportion of them. “ To the extent to which this is so, the reduction 
in bank deposits thereby caused, which admittedly has technical 
significance for the banks and the money market, leaves the wider 
financial position fundamentally unchanged, and should have no 
bearing on financial policy as a whole. . . . The only advantages 
of the system, it would seem, are that it enables the authorities to 
prevent the creation of what they might deem to be ‘ fictitious’ 
bank deposits and ‘fictitious’ floating debt (from the published 
figures of which the certificates are excluded). . . . There would 
certainly be point in such devices if the public, fearing inflation, 
had riveted its attention upon the barometer of bank deposits. 
But the public appears to be insufficiently, rather than unduly, 
inflation-conscious : and the barometer is in any event unreliable. 
[In the circumstances, its re-calibration has been somewhat expensively 
achieved.” 


THE most interesting feature of the October clearing bank return 

was the fact that the Midland Bank shows its holding of Treasury 

deposit receipts at a higher figure than advances. 

Treasury This is true also for the three “‘ northern ”’ institutions, 

Gusteaina Martins, District and Williams Deacons. For the 

Advances. Moment, however, the combined T.D.R. holdings of 

all the banks, at £744 millions, fall some {£29 millions 

short of advances, although the decline in the latter item continues, 
as will be seen from the following table :— 


October, Change Change 
1942 on Month on Year 
£m. £m. £m. 
Deposits a a y 3,424.3 + 66.1 + 248.8 
Cash... + - - 350.1 + 1.0 + 21.9 
Call money... is in 136.1 + 9.3 + 4.2 
Discounts i es re 270.6 — 5.9 + 0.7 
po} Aw es ah vr 744.0 + 51.0 + 148.5 
Investments... is oa 1,108.2 + I1.5 + 122.3 


Advances iva oe st 9973.0 ° — £4 — 50.2 


Both deposits and investment holdings, of course, stand at new 
record levels. The month’s rise of £66 millions in deposits, however, . 
was no greater than in the corresponding month of 1941, and it 
will be seen that the increase on the year is only £249 millions, 
compared with £515 millions in October, 1941. 
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In his survey, Mr. W. T. C. King suggests that in the first eighteen 

months of war the published clearing bank figures somewhat disguised 

the true extent of the fall in advances, but since 

The ae February, 1942, have slightly exaggerated it. These 

Pe conclusions are arrived at- by estimating, from the 

figure of “‘items in transit ’’ shown by Lloyds and 

Martins, the amount of such items included by the remaining banks 

under the advances heading. Mr. King’s figures, together with a 

rough estimate for October, 1942, on the basis of his formula, are 
shown in the following table :— 


TREND OF ADVANCES 


Published figure “ True”’ figure 
Decline in Decline in 
period . period 
£m. £m. £{m. £m. 
August, 1939 ae e 984 - 965 — 
February, 1941 .. - g00 84, 846 119 
July, 1942 “a a 796 104 757 89 
October, 1942 “e i 773 23 733 24 


Mr. King suggests that, though the downward movement has lost 
its momentum, there is little reason to expect a reversal of the trend. 
“Unless there is recourse to the feverish overtime and Sunday 
working on the model of mid-1940, the domestic war effort, broadly 
speaking, can be expanded only by enforcing further contraction 
of non-essential activity ; and experience has shown that in general 
a given volume of war industry absorbs a smaller quantity of bank 
credit than did the equivalent ‘ civil’ industry which it replaces. 
It seems more probable, therefore, that advances will shortly reach 
a new equilibrium, about which they might be expected to fluctuate 
without decided trend, than that any really substantial rise is in 
prospect.”’ The prospect would be different, it is pointed out, if the 
banks were to revise their attitude towards financing tax payments 
or fixed capital commitments, since the liquid resources of industry 
have been depleted by taxation, works extensions and heavy demands 
for working capital. Since only the latter would appear to be a 
proper object of bank finance, however, the prospect seems to favour 
a stable rather than a rising advances total. 


AT the beginning of November, the New York Federal Reserve Bank 
reduced from 1 to } per cent. its rate for advances to member banks 

against direct obligations of the U.S. Government 
anes © Rates having not more than go days to run. The reduction, 
it should be noted, does not apply to the rate for the 
rediscount of other eligible paper, nor to advances 
secured against such paper. The move was undoubtedly intended 


New York— - 
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to counteract the rising trend of discount rates in New York, due 
to two main causes. The monetary situation in the United States 
as a whole has been growing steadily tighter, owing to the decline 
in excess reserves brought about by the suspension of the gold 
inflow and the increase in currency requirements. In New York 
itself, this trend has been accentuated by the fact that the Govern- 
ment has been raising more money in that city from taxation and 
borrowing than it has been paying out for the war effort. The result 
has been a drain of bank deposits from New York to other parts 
of the country, and a rise in the average rate on U.S. Treasury bills 
from a negligible level to about 3 per cent. By peace-time standards, 
of course, the reduction in the re- -discount rate is more than a little 
paradoxical, since a rise in market rates is traditionally followed 
by a rise in central bank rates rather than a reduction. This is, 
of course, because the normal object of central banking technique 
is to prevent an increase in the credit base through heavy redis- 
counting, whereas under present conditions the authorities are 
prepared to rediscount Government paper to any extent necessary 
to maintain monetary ease and enable member banks to increase 
their holdings of Government bonds. 


3y force of habit, the reduction led to some discussion of the 
possibility of a parallel move in this country. Though the two 
economies are now completely insulated, it was thought 
that the authorities here might be led to revise their 
views on the subject of a 1 per cent. Bank Rate, with 
its corollaries of a decline in Treasury bill rates to the pre-war level 
of about } per cent. and the suspension of payment of deposit interest 
by the clearing banks. In reply to a question in the House of 
Commons, however, Sir Kingsley Wood made it clear that the 
official view on this question remains completely unchanged. It is 
not clear why the authorities should so firmly set their face against 
the extension of the cheap money policy to the short-term end of 
the interest rate structure, but neither is it altogether clear how 
such a method would on balance affect the national finances. With 
the tender Treasury bill issue now in excess of £1,000 millions, a 
reduction of } per cent. in the rate paid would mean a saving of 
some {5 millions, but it cannot be assumed that the whole of this 
saving would accrue to the Exchequer. Everything depends on 
whether bank earnings are or are not running above their E.P.T. 
standard. If the banks have now entered the phase of liability to 
E.P.T., part of the interest paid on Treasury bills and Treasury 
deposit receipts is in effect being returned to the Treasury, and a 
mere reduction in the nominal rate paid might represent no saving 


And 
at Home 





—— 


A BANKER S DIARY 137 





at all. On the other hand, the suspension of interest payments 
on deposit accounts would certainly increase the profits of the 
banks and, again if the banks’ profits are up to their E.P.T. standard, 
the resulting gain would accrue to the Exchequer and not to the 
banks themselves. In all the circumstances, it seems difficult to 
believe that a reduction in interest rates would not on balance result 
in some saving to the Exchequer. Moreover, such a measure would 
seem desirable in itself. A widening of the margin between Treasury 
bills and longer-term Government securities w ould in principle tend 
to strengthen the gilt-edged market. It seems paradoxical, too, 
that at a time when the whole efforts of the Savings movement are 
directed towards inducing the public to divert its liquid resources 
as far as possible into Government issues, bank depositors should 
continue to receive a monetary inducement to hold their assets in 
liquid form. And this applies to the Post Office Savings Bank no less 
than to the commercial banks. 


ON several occasions recently, public deposits have figured in the 
Bank return at exceptionally low figures, and the level of no more 
than £3,756,000 on October 28 was certainly the lowest 
cer sl touched during the present century. Mr. King makes 
‘ines the point that this diminution in the immobilization 
of Credit Of funds may be taken as an indication of the success 
of the new technical devices. Statistically, the move- 
ment is quite striking. For the first seven months of the year, he 
shows, the average of this item is down from £34.1 millions in 1940 to 
£16.7 millions in 1941 and only {11.7 millions in 1942. The latter 
figure, incidentally, is cons iderably below the 1935 average of £15.3 
millions, which was the lowest for the pre-war decade, notwith- 
standing the great increase in the turnover of funds between the 
Exchequer and the banking system. The heavy immobilizations 
of 1940 are attributable to the policy of the authorities in deliberately 
over-stating their requirements for floating debt borrowing from 
the market, presumably to make sure of avoiding heavy Ways and 
Means borrowing, which at that time might possibly have given 
rise to fears of inflation. On the other hand, the abandonment of 
this policy has not involved any sharp increase in Ways and Means 
borrowing from the Bank. 


In the opening stages of the war, when the tender Treasury bill was 
still the chief instrument of deficit finance, the discount market 
enjoyed a sharp expansion in its turnover. With the 
invention of the Treasury deposit receipt in July, 1940 
and the increased competition for bills from Empire 
tunds, the volume of paper passing through the market was again 
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reduced, but the present financial year has brought a recovery to 
more than the 1939/40 level, as Mr. King brings out in the following 
table :— 


““ SYNDICATE ’’ TREASURY BILL ALLOTMENTS 


Actual Average Proportion of al! 
allotments per week bills allotted 
Years to end August : £m. £m. % 
1938/39. > i 668 12.9 36.7 
1939/40 .. wi ie 1,427 26.9 46.0 
1939/41 .. pis is 1,135 21.8 31.8 
1941/42... a oa 1,335 25.7 34-9 
By half-years: 
1938/39—I = vs 304 II.7 - 38-3 
II - * 364 14.0 38.0 
1939/40—I 4 es 701 26.9 47.0 
II re ‘ia 726 26.9 45.0 
1940/41—I a el 523 20.1 31.0 
II 4 or 612 23.6 32.6 
1941/42—I ye i 556 at.4 29.6 
II wi ai 779 30.0 40.0 


With the raising of the weekly offer to £85 millions, the period since 
August has, of course, seen still further expansion. The total secured 
at eleven tenders from September 4 to November 13 may be 
estimated at {£326 millions, compared with only £265 millions in 
the comparable pericd of 1941. 


THE Court of Directors of the Bank of England has recommended 
the re-election of Mr. Montagu Norman as Governor for his twenty 
fourth year of office, with Mr. Catterns as Deputy- 
Governor for his eighth year. In these notes last 
month, reference was made to the appearance of 
“the Governor,” for the first time, in the exchange regulations. 
Intensive study of the new Orders in Council reveals that the 
gentleman in question is apparently the Governor of the Isle of Man, 
and not, as most people would suppose, a more exalted personage. 
The solution is to be found in a quite separate regulation (not 
circulated to the banks) from that containing the cryptic words. 


The 
Governor 
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Great Britain’s Social Services 


By Walter Hill 


IR WILLIAM BEVERIDGE’S report on Social Security will 
S be published almost simultaneously with the current issue of 
THE BANKER. An attempt at guessing how he will mix the 
various ingredients to form a comprehensive national programme 
is therefore of little profit. It will be more useful to provide some 
background to his report, to describe briefly how far the State has 
already assumed responsibility for the welfare of its citizens. One 
thing is beyond doubt: Great Britain has been 'n the forefront in 
pioviding public relef for the-needy and in providing a measure 
of financial security against individual misfortunes, such as unem- 
ployment. Whatever the deficiencies of the system—and they are 
many— Great Britain will stand comparison with any other country. 
What has come to be known as the Public Social Services in this 
country cover a multitude of Acts of Parliament, administered py 
a multitude-of Government departments, providing a multitude of 
services, financial and physical, for the people. These services have 
grown up haphazardly, often in watertight compartments, reflecting 
a growing national consciousness of communal—-local and national— 
responsibility for the welfare of the people. Some came into existence 
to meet specific problems arising from economic change ; others 
as a result of the recognition of w ider social problems. As always, 
haphazard growth left in its train many anomalies. But progress 
during the present century has been fairly rapid. The growth of 
expenditure furnishes the test. According to the White Paper on 
Public Social Services (Cmd. 5906), total expenditure on the various 
Acts of Parliament rose, as will be seen from the table overleaf, 
from a mere £36 millions in Ig00-o1 to nearly £500 millions before 
the war, representing about a tenth of the national income. If the 
present scope of the social services is often not fully appreciated, 
it is partly because their administration is dispersed, partly because 
criticism naturally tends to fasten on defects and omissions, and 
because the whole conception of the State’s responsibilities has been 
radically altered in recent years and especially since the beginning 
of the war. 

For the sake of convenience, the social services may be grouped 
under three headings. First, there are the services de signed to 
relieve poverty and misfortune ; secondly, there are the various 
insurance schemes whose object is to provide against temporary mis- 
fortunes through unemployment and ill-health, for example, and for 


' security in old age ; thirdly, there are the services, such as education, 


whose object is to improve the quality and skill of the population. 
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First, communal responsibility for the poor and the sick is as old 
as society itself. Originally it found expression in charity, but the 
sreat Elizabethan Poor Law for the first time admitted the principle 
of State responsibility for the relief of distress. Its modern counter- 
part is public assistance. In former days, the relief of people with 
no other means of support was administered by the Justice of the 
Peace ; now the duty falls upon locally elected Public Assistance 
Committees. It is entirely a local affair, both administratively and 
financially. In former days, administration was harsh; even now,. 
care is taken that public assistance does not act as a deterrent against 
work. In addition, the services under this heading provide for 
so-called transitional payments made after the expiry of statutory 
unemployment benefit under the Unemployment Insurance Acts. 
Under the Unemployment Assistance Act, these became unemploy- 
ment allowances, conditioned by a means test and financed by the 
Government. Then there are the Old Age Pensions Acts, the first 
of which was passed in 1908. They provide for non-contributory 
old age pensions payable by the State at the age of 70, as well as 
for supplementary pensions in case of need. They are distinct from 
the Contributory Pensions Acts. Next, there are the Lunacy and 
Mental Treatment Acts and the Mental Deficiency Acts, recognizing 
the community’s responsibility for the care of a speci al section of 
the people numbe ring, befofe the war, well over 100,000 persons. 

Even before the war, however, many additional measures were 
taken to improve the lot of the poor by the provision of special 
services in kind or by way of subsidies. A good deal has been done 
to improve the housing of the poor by the various Housing Acts, 
for example. Since 1939 the principle has been extended very 
considerably by way of food subsidies, and by providing children 
not only with milk, but also with food a at schools. Indeed, as a 
matter of deliberate policy, the Government has accepted the 
principle of communal responsibility for ensuring everybody his 
essential requirements, and with the elimination of unemployment 
t is probably true to say that the poorest section of the community 
is now better off than before the war. 

Secondly, the social insurance schemes introduced and perfected 
during the present century, have done a great deal to remove the 
spectre of financial insecurity. These schemes include the Unem- 
ployment Insurance Acts, the National Health Insurance Acts, and 
the Widows’, Orphans’ and Old Age Contributory Pensions Acts. 
The fact that the first Unemployment Insurance Act (and incidentally 
the National Health Insurance Acts) was passed in 1911, is a reminder 
that the problem of unemployment is no new thing ; employment 
exchanges were actually set up two years earlier. The Acts provide 
lor contributions from the insured, his employer and from the 
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Government ; they are examined in detail in the succeeding article. 


Suffice it to say that, as they stand, they provide some kind of 


financial security in temporary unemployment for the great bulk 
of wage and salary earners in Great Britain. The National Health 
Insurance Acts, like the Unemployment Insurance Acts, rest on 
contributions from employed, employer and from the State. Their 

main purpose is to provide medical care and financial assistance for 
the working population during periods of sickness. Medical care 
takes the form of free treatment, including medicines. Financia] 
benefit comprises payments during the period of sickness, as well 
as in case of prolonged illness, and a single payment in respect of 
the confinement of the wife of an insured man or of a woman who 
is herself insured under the scheme. The contributory pensions 
scheme is of more recent origin. The first Act was passed in 1925, 
providing regular weekly pensions of ros. for insured workers and 
their wives at the age of 65, as well as for the widows of insured 
members. Together, these three schemes—unemployment insurance, 
health insurance, and contributory pensions—represent a great 
advance in the position of the working classes of this country, though 
they have left many gaps. 

Finally, apart from the health services, there are the Education 
Acts, whereby the State took on the responsibility of improving the 
quality of the nation. Elementary education has been compulsory 
and free for some seventy years. Access to secondary schools was 
facilitated at the beginning of this century. Since then, public 
expenditure on this important service has grown very rapidly. 
3efore the war Government expenditure on education under various 
Acts of Parliament was at the rate of about £120 millions a year, 
compared with £33 millions in 1910 and less than {20 millions in 
1900-01. The growth of expenditure under the various Acts of 
Parliament in England and Wales and in Scotland, together with 
the estimated number of persons benefiting from them, is set out 
in the accompanying table. 

Great though progress has been in the provision of public social 
services, and comprehensive though the present system is, it is now 
considered inadequate in relation to modern political thought and 
public demand. It has been recognized that the whole system needs 
tidying up and that the various strands need collecting into a single 
whole. But the demand is now for a good deal more. Under the 
first heading it takes the form of a “ national minimum ”’ for every 
body by which each person should be guaranteed the essentials of 
life, not as hitherto defined by public assistance committees and 
under the Pensions Acts, for example, but as laid down by modern 
standards of nutrition, housing, and so on. Under .the second 
heading, the emphasis is no longer on unemployment benefit but 
on the elimination of large-scale unemployment to be secured by 
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State intervention. Under the third heading, the demand now is 
fora much greater measure of equality of opportunity in education. 

There can be no doubt about the equity of these demands for 
the extension of communal responsibility for the welfare of the 
nation. Nor can there be any doubt about the benefits likely to 
accrue to the nation by their acceptance. Great Britain’s greatest 
asset is the quality of its people, and an investment which will 
lead to an improvement in the quality of the people is likely to 
pay handsome dividends in the future. Physical fitness, and skill 
by hand and brain, these are the qualities which will be needed 
above all if Great Britain is to maintain its place in the world after 
the war. 

To guarantee everybody the essentials of life, including adequate 
medical care in case of need, is only common justice. Family 
allowances are a logical adjunct. Again, what would be more 
natural than eliminating the curse of large-scale and prolonged 
unemployment ? Long bouts of enforced idleness are not only 
demoralizing to individuals but they involve a loss of output, an 
unnecessary waste of resources. Further, who doubts that a greater 
measure of equality of opportunity in education, and a higher 
standard all round, will contribute towards an increase in the 
national income ? 

True, the provision of a “national minimum”’ as currently 
defined by medical experts, and an improvement in education, would 
raise the cost of the social services. In the last resort, the upper 
limit to progress in these directions will be set by the size of the 
national income. But, with full employment and the efficient 
employment of national resources, the national income should be 
higher after the war rather than lower. In any case, a healthier 
and better equipped people will be able to raise the national income 
more quickly. 

In principle, then, the new conception of communal responsibility 
is sound in equity as well as in expediency. It is its detailed applica- 
tion that remains to be worked out. The successful application of 
a policy of full employment would contribute to the solution of 
many subsidiary problems of financial security. True, the guiding 
principles of such a policy are now taking shape, but the details 
still require elaboration ; they involve complicated political problems 
on which agreement has yet to be found. Even then, the policy 
must still stand the test of application in a peace-time economy. 
Secondly, what is likely to be the magnitude of the national income 
during the years after the war ? It can at present only be estimated 
on the basis of many hazardous assumptions. If the present national 
income is taken as a rough and ready yardstick, the prospects seem 
encouraging ; even after allowing for a substantial volume of capital 
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investment after the war, there seems enough left to provide for 
a substantial increase in the consumption of goods and services. 
In terms of pre-war conditions, output could be raised by nearly 
to per cent. with full employment, an addition which could meet 
a substantial bill for social services. Thirdly, on what basis are the 
various social services to be extended and new ones added ? Is the 
State to foot the bill directly, or is the contributory principle to be 
maintained in the unemployment, health and pensions ‘schemes, 
for example ? Or, in the case of unemployment benefit and pensions, 
is the State to provide a minimum income for all, subject to insurance 
for additional benefits ? 

Some of these questions may have been answered by Sir William 
Beveridge in his report on Soc ial Security. Without a clea r formula- 
tion of the concept of the “‘ national minimum ”’ and all the exten 
sions of and additions to the social services which are contemplated, 
and of their relation to the national economy, they cannot br 
translated readily into practice. If delay is to be avoided, a good 
deal of hard thinking still remains to be done. 


The Relief of Unemployment 


By E. A. Grant 


SEN years ago there were over two million people wholly 
unemployed, and Exchequer advances to the Unempl yment 


Kkund amounted to {115 millions. This year the number of 
unemployed has fallen below 100,000, and at the end of 1941 the 
credit balance of the Fund stood at {80 millions. In a decade the 
wheel has turned full circle, and the Unemployment Fund _ has 
become an important instrument of deficit finance instead of being 
one of the main reasons for unbalanced Budgets. The Great 


Depression is not, however, sufficiently remote to be forgotten, and 
there is nothing the public fears more than that the peace will bring 
a recurrence of unemployment on the grand scale. Hence the call 
for a policy of full employment and more adequate provisions for 
social security. 

Full employment and the relief of unemployment represent 
respectively the positive and negative approaches to the same 
problem. Prevention is obviously better than cure, and it is better 
still than the mere provision of drugs to dull the pain, which is 
what unemployment relief largely amounted to in the inter-war 
years. The prevention of unemployment will depend on the solution 
of a number of problems. such as the better organization of the 
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labour market, the removal of rigidities from the economic system, 
and, above all, the mastery of the trade cycle. Here our concern 
is mainly with the negative or curative aspect, but it should be 
emphasized that there is no sharp line of demarcation. Obviously, 
the more successful we are in achieving full employment, the less 
call there will be for the exercise of social security measures. Less 
obviously, but none the less truly, the methods which we adopt 
to attain social security will have an appreciable effect upon our 
prospects of achieving full employment. The history of unemploy- 
ment insurance and assistance in the inter-war years provides 
abundant evidence of the fact that prevention and cure cannot be 
entirely dissociated, and that there are methods of relief which may 
aggravate the disease. 

To understand this we must look back to the time before the 
genesis of State unemployment insurance we n IQII. In the nineteenth 


century, unemployment insurance was solely the concern of the 
Trade Unions. The an realized sonal hard experience that ther: 
was a necessary connection between wage rates and the amount of 
unemployment. If they were too successful in bargaining with 
emp loyers, the raisi ng of wage rates above the equilibrium level 
would result - unemployment. They had to balance the advantage 
of higher wages with the disadvantage of paying increased unem 
ployment ue efit to their members. What they y gained on the 
swings they might lose on the roundabouts. They had a direct 
interest in minimizing unemployment, as well as in minimizing wag 
rates, and there was nothing to insulate them from the full economi 
consequences of lifting wages above the level indicated by marginal 


4: 


produc ity. 
wane. * “thes 4 1 4 } - ang a 
Chis does not mean that the late nineteenth and early twentieth 


century was a Golden Age. There was far too much unemployment 
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and except among the highly organized workers, who had their own 


Union scheme of insurance, its relief was left to be administered, 


none too adequately, under the Poor Law. The unemployment 
which existed was, however, of a less deep-seated nature than that 
which prevailed in the inter-war years. There was seasonal unem 
ployment, cyclical unemployment, and unemployment caused by 
the rise and fall of industries and aggravated by the imperfection 
of the labour market. It was all unemployment of a kind which is 
endemic in a flexible capitalist system, though its volume could have 
been greatly reduced by positive improvements in the organization 
of the labour market. In the absence of detailed statistics prior to 
1913 it is difficult to give any valid comparisons; but on the basis 
of Trade Union records, Sir William Beveridge has estimated that 
the average rate of unemployment after the war of 1914/18 was 
three times as high as in the period between 1860 and 1913. Most 
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of this tremendous increase was clearly due to causes unconnected 
with the actual administration of unemployment relief; but it is 
difficult to escape the conclusion that at least a part of the increase 
was attributable to the fact that neither employers nor employed 
had sufficient personal stake in keeping unemployment to a minimum. 

If this was so, it was not the fault of the authors of State unem- 
ployment insurance. The Government had these considerations 
well in mind when it came to act on the recommendations of the 
Poor Law Commission of 1905. In the first place, the Employment 
F-xchanges were established in 1910 in order to improve the organ- 
ization of the labour market. Then, in the following year, compulsory 
unemployment insurance was introduced with the conscious purpose 
of extending to unorganized workers something similar to the Trade 
Union system of insurance. It was meant to be strictly an insurance 
scheme, and one that would make both employers and employed 
concerned to keep down unemployment. Benefit was accordingly 
limited to fifteen weeks in any one year, and the insured person was 
entitled to one week’s benefit for every five contributions paid. 
The contribution rate for both employer and worker was 23d. a week, 
and benefit amounted to 7s. a week. The original scheme was 
experimental and included only 2} million workers. It was intended 
that rates of contribution should vary according to the volume of 
employment, and that when the scheme was extended higher contri- 
butions should be required in trades where the risk of unemployment 
was particularly great. The result, it was thought, would be to 
encourage employers to provide regular employment, and to divert 
workers from industries where the. labour force was too large. In 
conjunction with the Labour Exchanges, unemployment insurance 
was regarded as part of a positive policy to increase employment 
as well as to alleviate the hardship of unemployment. 

Unfortunately this purpose was largely lost to view in the years 
which succeeded the first World War. Between 1920 and 1934, 
nearly 40 different Acts of Parliament were introduced on the 
subject of unemployment insurance. And in the first ten years of 
this period, the original insurance principles were steadily whittled 
away. The first step was taken in the 1920 Act, which is the parent 
statute of general unemployment insurance. This Act extended the 
scheme to cover nearly all classes of workers, but it failed to introduce 
differential contributions for industries in which casual or short-time 
labour was prevalent. The Act came into operation at an unfortunate 
moment when the first signs of post-war depression became apparent. 
Economic circumstances combined with the political laxity which 
characterized the early years of the peace to weaken the structure 
of unemployment insurance. The number of unemployed increased 
steadily, and from the start it was found impossible to work the Act 
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on the actuarial basis on which it had been framed. The period up 
to 1929 was one in which Great Britain was undergoing a painful 
industrial readjustment after the war, and this acted as an addi- 
tional cause of unemployment beyond the “ normal ’”’ causes which 
operated in the pre-war world. It was a time when the country’s 
share in world trade was declining, both absolutely and relatively, 
ind when the ability to compete was hampered by the rigidity of 
costs. Instead of dealing with the problem of unemployment firmly, 
the Governments of the day proceeded on the assumption that 
‘something would turn up.”’ The mounting register of unemployed 
who had exhausted their contractual benefits were dealt with by 
means of “ uncovenanted,’ and later ‘“‘ transitional,’”’ payments. 
(here were manly modifications of the insur ance Act, the general 

‘fect of which was finally to make insurance indistinguish. ible from 
relief. 

The Great Depression of 1930 brought a further severe rise in 
unemployment. It also brought to a head the question of unem- 
ployment relief. In 1931, the dole became the dominant political 
issue. The interim report of the Royal Commission on Unemployment 
[Insurance came in June of that year, and it was followed in July 
by the report of the May Committee on National Expenditure. The 
Labour Government, unable to agree on what action should be 
taken to carry out the economy measures recommended—in flat 
ontradiction to all that we now understand about the control of 
the trade cycle—by these two bodies, gave way to a National 
Government. The latter put temporary measures of economy into 
fie net as soon as it came into power, but it was not until the autumn 
2 that the final re port of the Royal Commission became avail- 
_" This served as the basis for the Act of 1934, which finally 
‘fected a clear separation between insurance and relief by the 
‘stablishment of the U nemployment Assist unce Board. Owing to 
the rigidity with which the “ means test ’’ was mented the initial 
progress of the Act was far from smooth, but after some readjustment 
its principles became firmly established. After taking over certain 
unctions from the Public Assistance Committees, the Unemployment 
\ssistance Board became responsible for all relief given to the able- 
bodied unemployed. Insurance and assistance had at last become 
distinct again, and were administered under separate central Govern- 
ment agencies. 

With the achievement of comparative finality in the organization 
of ¢ unemployment relief, it is possible to view some of the contro- 
versies of the inter-war years in better perspective. The extreme 
opinions voiced at the time both contained some element of the 
truth. Some said that unemployment was entirely the fault of the 
capitalist system, and owed nothing to the methods of administering 
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relief. Others held that the methods of relief were mainly responsible 
for the increase in unemployment and were gradually freezing up 
the whole system. Nobody would now dispute that all the main 
reasons for inter-war unemployment were economic rather than 
administrative, but it seems equally incontrovertible that admin- 
istrative factors served to aggravate the disease. One of the most 
obvious characteristics of the inter-war period was the growing lack 
of flexibility in the economic structure. On the side of capital this 
was marked by the increase in monopoly and protection; on the 
side of labour by restrictive Trade Union practices and the absence 
of mobility. These developments were mainly due to general 
economic processes, but they also owed something to current methods 
of administering unemployment relief. Industry had insufficient 
direct incentive to provide regular employment, since the Fund was 
there to support the unemployed and any increase in the cost of 
doing so was mainly borne by the Exchequer. Similarly, the avai! 
ability of the dole seriously reduced the incentive for labour to 
move from decaying to expanding industries and helped the Trad 
Unions to maintain wages at a higher level than was justified by 
national productivity. Neither capital or labour was directly enough 
interested in reducing the burden on the Unemployment Fund. 

Another point of controversy at the time was whether a depression 
could be cured by more spending or less spending. On this issue 
the economy school have cert Linly lost the day. It follows that th 
widespread payment of unemployment relief in the depression years 
clearly served an economic purpose in maintaining purchasing power. 
Depression might have been greater without it, but with it the system 
tended to maintain the rigidities which had to be broken down 
before recovery was possible. 

When we come to consider how far the present system of unemploy 
ment relief will need to be modified and improv ed in the post-wai 
world, the fundamental point to be borne in mind is that an important 
element of choice is involved. It is not just a matter of more or less 
social security ; the alternatives are more social security and less 
of other things, or less social security and more of other things. 
If we apply a greater part of the national income in the provision 
of social security there will be less of it for distribution elsewhere. 
No doubt the size of the cake can be greatly expanded as productivity 
increases, but we still have to decide what shall be the relative size 
of the slices. An increase in the proportion of the national income 
devoted to the social services might, for instance, lower the real 
wages of those in employment, or even increase unemployment b\ 
raising taxation or labour costs above the equilibrium level. This 
dilemma is not generally appreciated among those who are most 
concerned, but even if it were there can be little doubt that they 
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would be willing to pay the price. Assuming that to be so, it remains 
to discuss what changes and improvements will be necessary. 

The first requirement is that the administration of all the socia! 
services, including the relief of unemployment, should be thoroughly 
rationalized. This need is independent of the way in which the 
detailed administration of individual services should be carried out. 
It arises out of the haphazard way in which the social services have 
been allowed to develop in the past. Each one has arisen in response 
to a particular need at a particular time. The result is that they 
are now administered by a bewildering number of departments 
under a variety of rules and with widely differing scales of benefit. 
No doubt this ad hoc process of development was suited to the British 
habit of mind, but it has long outgrown its usefulness. It has 
produced a crop of anomalies in the rates of benefit paid under 
very similar circumstances. The time has clearly arrived when the 
administration of all the social services connected with the provision 
of financial security for the citizen should be centralized under a 
single Ministry. It would cheapen the process of administration 
and make it easier to attain a unified direction for the social services 
as a whole. The risks of unemployment, sickness, old age, widow- 
hood and disablement all have much the same result in terms. of 
economic insecurity, and there is every justification for dealing with 
them on a more or less uniform basis. 

To return to the question of unemployment in particular, it is 
clear that this contingency does differ materially from the others 
in that it is, for economic reasons, far more variable and less pre- 
dictable in volume. This raises the problem whether it can ever 
be dealt with satisfactorily on an insurance basis. The present 
method of relieving unemployment falls roughly into three parts. 
The insurance scheme covers those unemployed who may, within 
a short time, regain work in their old trade. The assistance scheme 
‘covers those who, while still able-bodied, are unlikely to find work 
again in their old occupation. The Public Assistance Committees 
deal with the unemployed who are no longer fit for work. In addition 
to having different objects, the three schemes are differently financed. 
The cost of the first is met by equal contributions from employer 
and employee, while the cost of the other two falls upon the whole 
body of taxpayers and ratepayers. The history of unemployment 
relief in the period between the wars hardly suggests that these 
methods are ideal. It does, however, provide the important lessori 
that if there is to be an insurance scheme it must be an insurance 
scheme proper and not a disguised dole. Until the introduction of 
the Unemployment Assistance Board and the segregation of insurance 
from assistance, the insurance scheme never worked in the actuarial 
sense. Since then it has operated more smoothly, but the period 
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has been too,short to permit any definite conclusions to be drawn, 
and it has moreover been a time in which rearmament, and later 
war, have provided a particularly favourable economic background. 
From the point of view of boom control, however, there are obvious 
advantages in a system which operates to increase saving during 
the upswing and to release purchasing power in depression. 

Whether it will be desirable to retain the present insurance-cum- 
assistance system after the war is a matter on which opinions are 
likely to differ. There is a certain artificiality in the sharp ‘distinction 
between the unemployed who have exhausted their contractual 
benefit and those who have not. A more fundamental objection is 
that the very existence of an assistance scheme weakens the value 
of the insurance system in its original purpose of reducing as well 
as relieving unemployment. The av ailability of assistance means 
that employers and employed do not carry the whole responsibility 
for the relief of unemployment. When their burden becomes too 
heavy it can still be shifted on to the shoulders of the Exchequer, 
and to this exte nt the incentive of industry to keep unemployment 
at a minimum is reduced. If we admit that there are important 
objections of principle to the co-existence of the two systems, we 
are in practice throw n back to a choice between two alternatives. 
Either the relief of unemployment must be restored to its original 
insurance principles and be entirely the concern of employers and 
workers, or it must be shifted entirely to the State and financed out 
of the general revenue. 

There are important arguments in favour of the former alter- 
native, as has been shown in our discussion of the history of unem- 
ployment relief, but its practicability depends largely upon how 
successful we are in attaining full employ ment. There are limits in 
practice to the rate of contributions which can be directly imposed 
upon capital and labour. It would be politically impossible—and, 
economically, might set up a vicious spiral—to expect industry to 
support an army of two million unemployed. If, however, the total 
could be kept down to an average of, say, half a million, relief should 
be within the compass of an insurance scheme, aided only by 
assistance, centrally or locally administered, for chronic cases. At the 
same time it would be worth considering whether differential contri- 
butions should be introduced between industries in accordance with 
the relative risk of unemployment. 


The alternative that the relief of unemployment should be entirely 


financed by the State is generally favoured in modern planning 
quarters. If the present methods of taxing wage-earners’ incomes 
are continued after the war, this would not mean that the social 
services which mainly benefit the lower income groups would be 
mainly paid for by the higher income groups. It would, however, 
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make payment very remote from benefit. This would probably be 


a disadvantage both on social and economic grounds. There is 
something to be gained socially from having a direct and obvious 
connection between rights and obligations, such as is provided by 
the present system of insurance contribution and benefit. On the 
economic side, the dissociation of contribution from benefit would 
remove the financial incentive not to make unnecessary claims for 
unemployment benefit. All the positive financial stimuli to keep 
Cost OF UNEMPLOYMENT 
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down unemployment which would be provided by a true insurance 
scheme would be lacking. Their place could only be taken by direct 
methods to prevent malingering. The payment of unemployment 
benefit as of right for an unlimited time would logically have to be 
accompanied by very stringent conditions requiring the unemployed 
worker’s co-operation in training and placement schemes. No doubt 
measures of this sort would be quite possible, and there is every 
reason to claim that positive action to find new jobs for the unem- 
ployed should bulk larger in the present system of unemployment 
relief—it can too easily be assumed that cyclical unemployment is 
the only kind that matters. The scrapping of the insurance scheme 
would mean, however, that complete instead of partial reliance 
would have to be placed on these sanctions. This would greatly 
increase the possibilities of friction and add to the burdens of the 
administrative machine. 

Beyond this fundamental question of the best method of admin- 
istering and financing unemployment relief there are many others. 
Of these the most important concern the actual level of contributions 
and payments, and their relation to those of the other social services. 
At the present stage it is clearly impossible to estimate how much 
we should spend on unemployment after the war. The size of the 
national income is one unknown, and the other is the probable 
volume of unemployment, which cannot be estimated on actuarial 
principles in the same way as the other contingencies dealt with by 
social insurance. In retrospect, however, it is interesting to note 
from the table on page 151 that in the worst depths of depression, when 
unemployment was the chief political issue of the day, unemployment 
relief never exceeded 3.7 per cent. of the national income. A more 
generous measure of relief would hardly cause comparable alarm 
to-day and might even be welcomed on economic grounds alone. 


However that may be, there are some general considerations 
which should be operative in any event. One is that social payments 
should be made on a more or less uniform basis, whatever the cause 
—unemployment, sickness or disablement—which has made them 
necessary. Another is that some provision should be made for 
variations in the cost of living, particularly in respect of rent, which 
prevail in different parts of the country. The level of payments 
chosen will in effect represent a minimum wage. The aim must be, 
while making them as generous as possible, to prevent them acting 
as a deterrent from seeking employment. The fundamental need 
is to reconcile social security with economic flexibility. It is to he 
hoped that the inter-Departmental Committee on Social Insurance 
and Allied Services, presided over by Sir William Beveridge, have 
interpreted their duties in the light of this broad requirement. 
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The “Rayner” Case 


(By a Banking Correspondent) 


HE decision of the Court of Appeal of October 23, 1942, in 

the case of /. H. Rayner & Co., Lid. and The Oilseeds Trading 

Co., Ltd. v. Hambros Bank, has brought to a head a controversy 
which has r: vged for years in banking circles , although the commercial 
interests making use of documentary credit facilities may not have 
been aware of it. It is safe to say that its results will be far-reaching, 
ind it bids fair to become famous as the “ Rayner case,” not only 
in banking law but also in banking practice. 

Omitting irrelevant details, the facts of the case are as follows 
A confirmed credit was opened by Hambros Bank for about £16,975 
in favour of J. H. Rayner & Co., Ltd., available by sight drafts 
to be accompanied by invoice and bills of lading covering a shipment 
of Coromandel groundnuts. A draft for £16,981 4s. 3d. was presented 
by Rayners, accompanied by their invoice, which described the 
eoods as Coromandcl groundnuts, and a bill of lading which described 
the goods as “‘ Machine Shelled Groundnut Kernels ” in bags marked 
‘O.T.C. . . . C.R.S. Aarhus,” and went on to state “‘ Country of 
Origin: British India. Country of Final Destination: Denmark.” 
It is necessary to add that the credit was opened by Hambros’ 
acting on the instructions of Danish correspondents. These, in turn, 
were acting on behalf of Aarhus Oliefabrik, who had contracted 
to purchase the groundnuts from Rayners. The documents were 
presented to Hambros by Rayners on or shortly after April 15, 1940, 
and Denmark was invaded on April 9, 1940. In view of this circum- 
stance and also of the large amount concerned, the bank would 
obviously have to be absolutely sure of its ground in taking up the 
documents, lest this action should later be questioned by their 
Danish principals, with whom they were unable to communicate. 

Hambros refused to take up the documents, on the ground 
that the letter of credit called for invoice and bill of lading, both 
documents to cover a shipment with the description of Coromandel 
sroundnuts. Rayners there upon brought an action against Hambros 
for breach of the undertaking in their letter of credit, and in the 
Lower Court Rayners secured a verdict in their favour. On appeal, 
Hambros secured a reversal of the verdict of the Lower Court, and 
there the matter now stands. 

Whether banks, buyers, or sellers agree with the findings of the 
Court, and particularly with the reasoning of the two judges in 
reaching their decision, is now immé terial. The ‘ ‘ Rayner ”’ case 
is henceforth good law, and whoever acts contrary to it does so 
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at his peril. It is the intention of this article to deal mainly with 
the practical implications of the case so far as the banks are con- 
cerned. It is realized, however, that in its reactions it may also 
affect the relationship between buyers and sellers which finds 
expression in the law of the c.i.f. contract. In pre-war days, many 
c.i.f. contracts were executed by means of a documentary credit ; 
standard forms of c.i.f. contract used in some of the produce markets 
stipulated for payment by means of such a credit. 

Prior to the ‘“ Rayner”’ case, two schools of thought existed 
in the banks concerning the practical operation of documentary 
credits. The first school regarded a letter of credit from the same 
point of view as that adopted by the Court of Appeal, i.e. that a 
letter of credit must at the least conform to the mandate given 
by the buyer to his bank, that the documents tendered by the seller 
should conform exactly to the stipulations of the letter of credit, 
and that the undertaking of the bank given in the letter of credit 
must be regarded as isolated from, and not in any way related to, 
the contract of sale between the buyer and the seller. This schoo! 
was always running into difficulties. It was often accused by the 
other school of being too theoretical, and by sellers—who found their 
documents returned to them with answers which they found difficult 
not only to understand but to remedy—as unreasonable. The other, 
or practical, school of thought recognized the difficulties inherent 
in the practical operation of documentary credits, and sought to 
overcome them, if possible. In checking a set of documents against 
the letter of credit, the first school would therefore look for reasons 
for refusing them, while the second would look for reasons, or even 
perhaps for excuses, for accepting them. The extensive use of 
letters of credit by the commercial community, with resultant profit 
to the banks, was not built up by the first school, and this was 
regarded, of itself, as sufficient justification for the attitude of the 
second school. If the first school had been supreme, it is safe to say 
that nearly every set of documents would have been refised, with 
the result that the banks would have been called upon by sellers 
to issue many more indemnities than they were. On the other hand, 
the ‘‘ Rayner’ case would never have arisen, and furthermore it is 
extremely doubtful whether the documentary credit would ever 
have achieved such popularity as it did. 

The reader may be excused if he asks himself which school was 
right, for it may appear to him, in the light of the ‘‘ Rayner ”’ case, 
that the second school was running a risk. So it was, but that 
risk had not been crystallized until the Court of Appeal gave its 
judgment. Furthermore, there was a great deal of difference 
between the attitude of the bank in refusing documents under a 
letter of credit, and in passing on documents to the buyers, i.e. its 








cy FF CO 


=e et FS SA et CT’ CO Om: 


Aa, © > Oo) 








THE “RAYNER” CASE 155 

















customer. Ifa bank wanted to find excuses for refusing documents, 
there were usually plenty of them to be found, but once it had 
accepted documents it could usually find plenty of excuses of a 
different type if the customer objected to the documents, assuming 
that the customer could find any reasons for his objection. The 
customer was at a disadvantage in this respect, for the bank usually 
had far more experience of handling documents. 

The Court of Appeal had various lines of argument put before it 
by Rayners, but they were all waved aside. The Court regarded 
the letter of credit as a simple undertaking of Hambros to pay 
a certain amount of money against certain documents, and held 
that Hambros had not broken their undertaking in refusing docu- 
ments which did not conform individually and in every particulay 
with those stipulated in the letter of credit. The Court referred in 
its judgment to the cases of English, Scottish and Australian Bank, 
Ltd. v. The Bank of South Africa (1922) and Equitable Trust Company 
of New York v. Dawson Partners (1926), wherein it was stated that : 
“ It is elementary to say that a person who ships in reliance on a letter 
of credit must do so in exact compliance with its terms. It is also 
elementary to say that a bank is not bound or indeed entitled to 
honour drafts presented to it under a letter of credit unless those 
drafts with the accompanying documents are in strict accord with 
the credit as opened.”’ And: ‘“ There is no room for documents 
which are almost the same, or which will do just as well.” At first 
sight, it would appear that the Rayner case was hopeless from the 
start, until it is borne in mind there may be a difference between 
documents as a whole and documents individually agreeing with the 
stipulations of a letter of credit. 

There have been many cases concerning documents presented 
or taken up under letters of credit, and the “ practical ’’ school 
have relied on some of these, in particular on that of Guaranty Trusi 
Company of New York v. Van den Berghs (1925), for justification 
in taking up documents which agreed, as a whole, with the letter 
of credit. Could it be said that the documents presented to Hambros 
by Rayners agreed ‘as a whole’’ ? Evidence was brought before 
the Court by Rayners that ‘‘ machine shelled groundnut kernels ”’ 
was a customary description in the London produce market for 
Coromandel groundnuts. Lord Justice Mackinnon (one of the 
Appeal Judges) decided that such evidence was inadmissible, as the 
transaction was one between London and Denmark, and custom 
in London might not be custom in Denmark. To the writer of this 
article, that seemed hardly the point. Rather was it that if satis- 
factory evidence could be brought that the descriptions referred to 
one and the same thing, it might have been construed that the 
documents as a whole were in order. The writer is in full agreement, 
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however, with the observation of the same Judge that it could not 
be expected of Hambros that they should know, or that, if they 
did not, they ought to know—which amounts to saying that, if 
they did not know, “the »y should find out—whetber the two de scriptions 
in fact referred to the same goods. Furthermore, if Hambros had 
referred to the market, they would have had to accept the risk of 
the information given to them being incorrect. 

Apart from the legal basis on which the practical school relied, 
there was the question of the nature of a bill of lading. Banks are 
as familiar as anybody with the continual attempts of the com- 
mercial community to impose additional liabilities on the various 
organizations providing it with service. The shipping companies 
have not been immune from such pressure, but as regards bills of 
lading they have steadfastly refused to accept liability for such 
matters as description and value of goods. The writer recently 
picked out a bill of lading at random and this is what it said : The 
Master of the ship declared in it that a certain number of “ Pieces 
or packages of merchandise (weight, measure, brand, contents, 
quality and value unknown) ” had been shipped on board his vessel, 
and in the margin a very detailed and somewhat technical description 
of the goods and their weight was inserted, in a space provided for 
the purpose and headed “ Particulars declared by shipper.” This 
type of bill of lading is not uncommon ; in fact it is very typical, 
for if liability of the ship is not always so expressly refuted, there is 
almost always to be found a clause,or a rubber stamp impression 
having the same effect of disclaiming knowledge of the actual 
contents of the bales or packages comprising the cargo, or the 
quality of the merchandise. A shipping company might go so far 
as to admit liability for a shipme nt of coal, but it cannot be expected 
to do so for a shipment of, say, ‘‘ No. 1 quality South Wales steam 
coal, No. 5 screened, free of stone, calorific value not less than 
12,000.”" And yet it is not unusual these days for a letter of credit 
to call for an invoice, insurance policy and bill of lading covering 
a shipment at least as detailed. 

What protection does the buyer obtain if he instructs his bank 
to call for a bill of lading describing the shipment in such detail ? 
None whatever, and it seems to be immaterial whether the seller 
lescribes his goods as required by the letter of credit, in the invoice 
or the bill of lading, provided that together they give the required 
description. The individual descriptions should not, of course, 
flagrantly differ, or be capable of different interpretation, and therein, 
perhaps lies the real difficulty, from a practical point of view, of 
the documents in the Rayner case. Rayners argued that it would 
have been sufficient if the goods had been described in their bill of 
lading as merchandise, provided that the invoice described them 
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as Coromandel groundnuts. The Court reached its decision on the 
simple facts of the mandate to Hambros and the simple undertaking 
of Hambros in their letter of credit. 

The “ practical ’’ school has relied on a further line of argument 
for justification of its attitude. In peace time, many credits were 
opened by foreign customers (banks and other institutions), and 
it was not unusual for the instructidns to the bank to call for a clean 
‘on board ’”’ bill of lading, insurance policy and invoice covering 
certain goods. The documents when presented might not comply 
strictly with the letter of credit, but the bank might have knowledge 
that they complied with the terms of the standard c.i.f. contract 
in the particular trade. The bank might accept the documents, 
in agreeing to run what it might regard as a slight risk that the 
contract was an exception to the standard c.i.f. contract. It will 
now be difficult for that attitude to be maintained, for a bank 
taking up any document which, of ifself, does not agree in detail 
with the mandate of the customer, is exposed to the risk of refusal 
of the customer to accept the documents and to reimburse the bank. 
[n a falling market this risk would be very real. 

What steps can be taken to facilitate documentary credit trans- 
actions in the light of the Rayner case ? The banks will have to 
insist, for their own protection, on documents individually com- 
plying with the letter of credit. In many cases, it is not easy for 
sellers to provide such documents. As in the Rayner case, they 
may not be the shippers, and the documents which the sellers 
receive from the shippers may not conform to the letter of credit. 
Further, some shipping companies may be unwilling to agree to the 
insertion of considerable detail in their bills of lading. Some letters 
of credit call for documents such as certificate of origin, certificate of 
purity or analysis, weight statement, and consular invoice, and this 
difficulty may be experienced in each case. If ‘documents are 
refused by the banks, the sellers will come to them for indemnities, 
and by avoiding liability in one way they may have to incur it in 
another. After all, sellers as well as buyers are customers of the 
banks. 

The point of attack should therefore be the mandate of the buyer 
to his bank for the issue of the letter of credit. If the mandate 
calls for a detailed description of the goods to be stipulated in the 
letter of credit, the bank should refuse to issue the letter of credit 
in such terms. The bank should insist that the mandate of the 
customer should define the documents individually, and should the 
bank, from its experience, know that it will be difficult for the seller 
to furnish or to obtain a document as defined by the customer, then 
the mandate should be refused. As already stated, if the banks 
continue to issue letters of credit calling for such detailed descriptions, 
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they will very probably have to increase their indemnity liability. 

Such action by the banks would have a further desirable result. 
The function of a letter of credit is to substitute the credit of the 
issuing bank for that of the buyer. It is a protection for the seller, 
but there has been a growing tendency in recent years for buyers 
to endeavour to use it to cover the risk of the transaction as apart 
from the function of credit risk. A buyer makes a contract to 
purchase a line of, say, poplin shirtings of a certain general type. 
The reader will agree that the letter of credit which he requests 
his bank to issue should describe the goods in the same detail as 
they are described in the contract. The buyer, however, may 
instruct his bank to issue a letter of credit describing the goods as 
‘No. 1 Poplin shirtings, 42 inches wide, blue and white stripes.’’ 
In so doing, the buyer may ensure that he gets what he wanted, 
or alternatively he may be endeavouring to get out of a bad bargain. 
In either case it is the contention of the writer that the buyer is 
misusing the documentary credit facility. 

Another solution would be for the shipping companies to make 
themselves responsible for description of goods in bills of lading. 
but this would clearly be most unreasonable. Every ship’s mastei 
would require to be a technical expert in all trades as well as an 
expert in navigating a ship. Whether the banks take action or not, 
they will still be faced with the refutation by the master of the ship 
of responsibility for description of goods. This raises the old question 
of ‘‘ What is a clean bill of lading,’ and it would be as well for the 
banks to have a clause inserted in the mandates of their customers 
authorizing the acceptance of bills of lading bearing a “non 
responsibility ’’ clause or its equivalent. The Rayner case has 
settled one question, and sooner or later the question of “ clean 
bill of lading ’’ will come before the Courts for final settlement. 
Similarly, it would be unreasonable to hold that the person taking 
delivery of the goods should always be willing to sign an indemnity, 
or even to furnish a bank guarantee. Such person may himself 
be no more than an agent, responsible to his principal, and bank 
facilities are not unlimited. The proper line of approach, as already 
suggested, is surely not for each party to the transaction to seek to 
shoulder the risk on to another, but for the terms of credits to be 
so framed that no risk arises in accepting documents framed in the 
usual trade terms. 

















The Kennet Banking Proposals 


HOUGH the Kennet Report on financial manpower is open to 

criticism on many grounds, most of its recommendations con- 

cerning the banks seem reasonable from the point of view 
both of the national interest and the banks themselves. As was 
anticipated, the Committee has accepted the proposal put forward 
by the clearing banks that ‘“‘ they should be required to operate 
with go per cent. of their pre-war staff, the reduction to be carried 
to 85 per cent. as from March, 1943. 

From the Report itself, it is not immediately apparent precisely 
what curtailment of the present staff such a measure would entail. 
[he Report states that at the outset of the war, the total number 
employed in banking was 85,000 (66,000 men and 19,000 women), 
of whom the Clearing and Scottish banks accounted for 75,287. 
This total has since been reduced to 73,976. Elsewhere it is stated 
that the number of women employed by the Clearing banks has 
increased from 13,265 to 27, 473, the latter representing roughly 
12 per cent. of the present labour force. This would imply that the 

‘tal staff of the Scottish banks is now about 8,600 and that of the 
learing’ banks 64,000, of whom more than 37,900 would be men. 
Vhat is at first difficult to understand is that if the banks had 
pg 55 per - of their pre-war male staff (as is confirmed in 
e Report) the banking industry would be left with only 29,700 
nen, or 8,200 less than the deduced figure for the clearing banks alone. 

No doubt there has been some substitution of men by men, but 

he main explanations are probably that the figure of 55 per cent. 
does no apply to messenger staff and that at the beginning of the 

ennet Committee’s e1 nquiry deferment hi .d been granted for 7,661 
nen of military age. Presumably, much of the curtailment 
‘ould represent the actual release of these deferred males to the 
iorces, though some reduction in women staff will also be required ; 
x 85 per cent. of the pre-war total for the Scottish and clearing 
aanks together would represent only 64,000, or about 10,000 less 
than the present figure. The reduction by 15 per cent. will not, of 
yurse, represent the full contribution in manpower to the national 
effort made by the banks, for the substitution of untrained women 
staff for trained male officials represents an important measure of 

dilution.”” To have maintained the pre-war standard of service to 
‘ustomers without any addition to the total labour force would in 
itself be something of an achievement. To secure a reduction by 
[5 per cent. in a staff containing less than half the pre-war number 
of trained men will tax the resourcefulness of the banks severely. 

Provided that the requisite over-all economy in labour is secured, 
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one would think that the banks might be left to work out the best 
means of effecting the release. Nevertheless, the Committee goes 
on to consider various methods of economy and makes a number of 
detailed recommendations. At the outset, it is postulated that 
“banking is not an industry in which concentration of production 
in the normal sense is possible, inasmuch as there exists no effective 
means of rationing the services it provides, and it is not desirable 
to impede the mobilization of credit for industry.’”’ The Committee 
is satisfied also that the amalgamation of large separate units such 
as the clearing banks, even if it were practicable, would not yield 
any saving in staff soon enough to be of practical assistance to the 
war effort. Once the banks were amalgamated, moreover, it would 
not be possible to “‘ unscramble the omelette ’”’ on the restoration 
of a peacetime economy. Hence the Committee does well to point 
out that the formation of a banking monopoly would “ involve a 
reversal of the opinion hitherto accepted that further such amalgama- 
tions should be discouraged for reasons of public policy ’’—a salutary 
reminder to those who would like to see the banks putting up a 
united front for all sorts of purposes. 

It is certainly difficult to see that amalgamations could yield 
any economies in labour that could not equally well be secured by a 
drastic and concerted closing down of branches. This is the second 
line of approach. The Committee recognizes that the banks have 
already gone a good way with this policy, having by May, 1942, 
closed down 735 branches which were open daily ‘and 1,007 which 
were open less than six days a week, a total of 1,742 out of 8,469 
whole and part-time offices. It is also acknowledged that branch 
closing does not always bring a notable reduction in the staff required, 
since there are still the same number of cheques to be cleared. 
Nevertheless, it is quite reasonably urged that in some areas, es- 
pecially those whose population and activity have been reduced by 
wartime conditions, branch concentration would make it possible 
to keep staff fully employed, and even to reduce staff by the extension 
of working hours. Hence it is recommended that the closing of 
branches should be carried further. Figures quoted in our March 
issue showed that at that time the number of branches closed by 
each bank showed no ascertainable relationship either to the total 
number of branches open at the beginning of the war, or to the 
numbers opened in the between-wars period, and it is, therefore, 
probable that the scope for further action remains fairly wide. At 
the same time, the Committee could have given considerably greater 
guidance in such a policy by attempting to define what it conceives 
as an “optimum ”’ branch in different types of area. If the view is 
accepted, for example, that the ten-man branch represents the most 
efficient banking unit for most purposes, then the country is much 
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less over-banked than is commonly supposed. 

On the’question of modifications in methods of work, the Com- 
mittee lays down the principle that ‘‘ war necessity requires that 
the banks should be uniformly radical in their measures, and that 
risks that one bank can afford to take should be initiated and under- 
taken as standard practice by all the banks in co-operation.” The 
chief departures recommended are : 

(a) the reduction of returns and statistics, prepared either 
in branches or head offices, which are not essential for security 
or control ; 

(b) the less frequent checking of cash, so as to put it on a 
fortnightly or monthly rather than on a weekly basis in all 
banks ; 

(c) the pooling of staff at large branches and headquarters 
to avoid excessive departmentalism and to make employees 
available for work in other sections than their own; 

(d) the institution of centralized book-keeping in large 
centres of population (the saving from which will be increased 
in proportion to the degree in which it is possible for the banks 
to employ more fully the machines at their disposal) ; 

(e) the less frequent exchange in the Scottish Banks of 
Scottish notes. We are of opinion that no great saving is to be 
effected by the complete abolition of exchanges, but that it 
would be a practical measure of economy for the exchange of 
notes to take place once a week instead of daily as at present. 

One useful means of reducing returns and statistics, it has been 
suggested, would be to increase the discretionary lending powers 
of branch managers, and indeed of the various officials throughout 
the hierarchy. The less frequent checking of cash would provide 
a counterpart to the less frequent stock-taking now common in 
manufacturing industry. Centralized book-keeping has been more 
than once discussed in these pages. It would, of course, represent 
a fairly drastic change in organization, reducing the bank branch 
to little more than a counter service. One objection frequently 
raised is the absolute dependence of the paying cashier on telephonic 
communication with the central branch, which could hardly be 
guaranteed in the event of air-raids. Nevertheless, the system has 
been satisfactorily worked by one of the “ Big Five ”’ for a group of 
branches in the London area, and there should be considerable 
scope for its wider application, once the remaining banks accept 
the supposed risks which it involves. 

Another suggestion is that the employment of part-time workers 
can with advantage be extended, especially on such work as copy- 
typing and filing. That much of the work is confidential is recognized, 
but the Report does not discuss the practical problem which arises 
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from this, namely, the fact that the banks would be likely to seek 
to attract part-time workers from a distance instead of employing 
them at the nearest branch. Apart from wastage of transport, such 
a policy would make it immensely more difficult to obtain part-time 
assistance. This would seem to be eminently one instance in which 
the banks might agree to take some slight risk. It is also suggested, 
very sensibly, that the banks should take on qualified aliens, of 
whom there must be large numbers in the country, should train 
suitable older women for more responsible posts and establish training 
schools for all new recruits. 

The remaining line of approach is by far the most controversial, 
namely, further reductions in service. Once again, as in the case 
of branch closing, the Committee completely ignores the fundamental 
question and does not even discuss whether in wartime the public 

nous | or sl] ripe not be encouraged to make use of banking services 

as freely as in peacetime. In particular, there is no reference to the 
vexed qu estion of the “ marginal account,” typically the account 
of the small salary-earner who is seldom willing to pay adequate 
charges an a in effect has the benefit of what might be described as 
a subsidized luxury. Occasionally, the Committee seems to be 
getting warm, as when it is held that “large firms might with 
advantage be encouraged to pay salaries in the lower ranges in cash 
rather nh by cheque,” or that “ users of the banks should be urged 
not to put upon the banks in time of war tasks which they could 
well, at the expense of a little energy, perform for themselves.” But 
the issue is never squarely faced. 

Hence the recommendations which are made along these lines 
inevitably appear ri th er small beer, and in some cases are in any 
event of doubtful efficac y. Thus, it is held that customers might 
well forego the facility of opening credits at a number of branc hes. 
But in practice this process entails ve ry little extra work, being often 
of a purely precautionary nature. he more important question 
whether customers should be allowed to open a multiplicity of 
accounts —whether at one or many branches—is not mentioned. 
Similarly, the banks are asked to consider how far they can refuse 
to take on new ancillary business such as trustee work and executor- 
ships, insurance work and stock exchange operations. But trustee 
and executor- “ships, at any rate, seldom give rise to any work until 
the customer’s death, which may be long after the bank has agreed 
to act. The work on which these departments are at present ¢ engaged 
was for the most part accepted before the war. Again, as a means 
of damping down the demand for ancillary services, it is suggested 
that the banks might consider “‘ the imposition as a matter of 
standard banking practice of a small charge for all special services.’ 
The wider question whether adequate charges should not be imposed 
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for the conduct of accounts, which give rise to the great bulk of 
banking work in the handling of cheques, is not touched upon. 
Considerable difference of opinion exists on the utility of the sug- 
gested shortening of banking hours by shutting the doors to the 
public at 2.30 p.m. In some cases, this would undoubtedly increase 
congestion at counters. If the counters are to be closed at 2.30 p.m., 
in any case, it is suggested that the banks might usefully remain 
open to the public beyond that hour for purposes other than the 
payment and receipt of money. 

On all such questions it is difficult not to feel that the Committee 
might more usefully have devoted itself to giving more guidance on 
policy and have left matters of detail to the banks themselves. 
Indeed, the Committee itself seems to Support this view when it 
says that the best means for the proposals to be put into operation 
is for the banks, who ‘best know their own needs and their own 
difficulties, and are thus better able than others to resolve them,” 
to act in consultation and co-operation with each other, adding : 
“We recommend this course the more urgently because we have 
been struck in our review by the eagerness of the banks to contribute 
their utmost to national requirements.”’ 





Other points of interest are contained in the following passages : 


SPEED OF CLEARING 

We have considered the suggestion that labour can be saved by the acceptance 
of a lower standard of speed in clearing. We are of opinion that some labour can 
be saved, particularly in larger offices, by allowing greater latitude in the rate of 
country clearing, and this should be considered. Otherwise we do not recommend 
any alteration in existing arrangements. 


USE OF MACHINES ' 

Another source of labour economy would normally be an increase in the use 
of mechanical appliances, but they are now almost impossible to obtain. There is, 
however, an obligation to see that such mechanical aids are used with the same 
sense of value as machine tools. If a shift system is possible, then shifts should 
be worked. Even in banking it is not unlikely that certain operations could be 
performed at night in order to free the machines fora greater load of urgent business 
during the day, thus releasing directly labour employed in neighbouring branches. 
Pooling of standard machine power in large centres, not only between the branches 
of all banks but with other organizations, might permit the introduction of a shift 
system and reduce clerical employment generally. 

REDUCTION IN SERVICES 

Still further reductions in services have to be considered. It is not easy in 
practice to require a limitation in the use or number of cheques, but so far as the 
private customer is concerned detailed statements of cheques drawn and payments 
received, which have it is true been much curtailed, might with advantage be 
cut down still further by all banks. Advice of payments and of dividends in 
addition to pass book records cannot in our opinion be justified under present 
conditions. In addition to such domestic measures the banks might well in our 
opinion agree amongst themselves to introduce other simplifications in consultation 
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with their customers. We believe for example that standing orders for pensions 
or for other periodical payments, now on a monthly or weekly basis, could often 
be put on a quarterly or half-yearly basis without much inconvenience to the 
parties concerned. Such a change might in some instances require higher authority 
or legislation, but we do not feel that such a necessity is an insurmountable obstacle, 
. . . The banks should make the fullest use of the labour-saving device of the 
payment of dividends on block warrants accompanied by income tax certificates. 
. . . Many of the so-called luxury services rendered by the banks are in fact 
time-saving and for the public good, and for the banks to give them up would 
merely transfer the work to other users of man-power. Under this heading we 
include the supervision and payment of income tax and the transmission of 
mandated dividends. 


BANKING HOURS 

On the subject of hours there are especial difficulties to be borne in mind, 
and care must be taken to distinguish between the hours between which a bank 
is open to the public and the hours during which the staffs are actually at work. 
The first difficulty is that by reason of its dependence upon public demands the 
amount of work to be done is irregular in its incidence and outside the control of 
the industry. Secondly, much of it must be completed each day by a specified 
time: for example, cheques for collection must be forwarded by the last post 
on the day they are received, and ledgers must be balanced at the end of each 
day. For such reasons a fixed number of hours which should be worked each day 
for every week cannot be imposed, especially since many tasks must be performed 
simultaneously and not in serial order. Reductions of total staff, however, and 
closing of branches wherever possible, must tend to increase the average working 
hours of all staffs, and are the most effective way of ensuring that they are com- 
mensurate with present-day needs. Indeed the general managers of representative 
Clearing Banks have assured us that any further reduction in the total labour pool 
can now only be met by longer hours. 

We have given careful consideration to the times during which banks open 
their doors to the public. The evidence before us seems to show, and we agree, 
that a moderate shortening of the present hours (commonly until 3 p.m.) will 
usefully save labour without material inconvenience. We recommend accordingly 
that the hour of closing to the public shall be 2.30 p.m. throughout the year. This 
rule may have to be subject to exceptions to meet special local conditions. 
REPRESENTATIVE COMMITTEE 

Whatever body representative of the Clearing Banks is appointed to undertake 
this work [of seeing how the recommendations can best be put into effect] should 
be asked to report progress periodically to the Treasury. We recommend that 
the Treasury should consider such reports from the representative banking body 
with the assistance of some advisory committee. If so, such advisory committee 
should consider it as one of its most relevant functions to make use of the informa- 
tion and advice available from the representatives of employees. We have found 
the evidence of their organizations who have appeared before us of much benefit 
to us in our enquiry, and recommend that steps should be taken to ensure that 
representatives of the employees are continuously available for consultation. 
Similar arrangements should be made in respect of the Scottish Banks. 
RELEASE OF STAFF 

The adoption of such measures as those suggested should enable the banks, 
though not without difficulty, to make further reductions in their total labour 
force. We recommend that, in addition to the release by the Clearing Banks of 
50 and by the Scottish Banks of 125 men of military age, they should be required 
to operate with go per cent. of their pre-war staff :-and this reduction should in 
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our opinion be carried to 85 per cent. as from March, 1943. Thus to limit still 
further the proportion of key men deferred (already down to 6} per cent. of the 
total pre-war staff in the Clearing Banks) and to reduce the comparatively small 
numbers employed in the Clearing and Scottish Banks by over 11,000, is on our 
opinion the utmost demand that should at present be made of the banks. At the 
sare time, the need for man power for essential national services is of continuous 
growth, requiring continuous review of the situation: and we do not suggest that 
it is possible so far to foresee future national needs as to stabilize the position as 
to staff at any given figure. The reduction in total staff was proposed by the 
Clearing Banks themselves, and together with the additional losses of key men 
it will require the greatest skill and fullest collaboration on their part. 


NON-CLEARING BANKS 

There are a number of banks, both British and foreign, carrying on business 
in this country which are not members of the Clearing House Committee. They 
number over 80, and their total staffs aggregated some 7,500 in 1939, and are now 
reduced by more than 1,500. The business of most is specialized, and their chief 
problems are therefore special also. Our general recommendations concerning 
the Clearing Banks, both as to limitation of staff and as to methods of economy 
in labour, should be taken to apply to them subject to adaptation to the special 
circumstances of each. The following cases require special mention. The work 
of the American Banks, the British Overseas Banks and the Eastern Exchange 
Banks has been increased by Exchange Regulations and by the increased require- 
ments of our overseas Forces and of the United States Troops here. The work of 
the Army Agents, Messrs. Cox and Kings and Messrs. Glyn Mills (Holt’s Branch) 
has been largely increased by war conditions, and is subjected to special difficulties. 
In the cases mentioned, consideration must be given to their special circumstances, 
in applying any measure of general limitation of staff. All these groups continu- 
ously review methods and our recommendations so far as relevant should be 
applied in the review. We recommend that the representative bodies should 
report progress, as proposed above. 
BANK OF ENGLAND 

Almost all the work of the Bank of England in time of war is Government work, 
which has been greatly added to by war-time conditions, and in which no reduction 
of services is possible. Defence (Finance) Regulations have complicated the 
majority of banking transactions. Moreover, the work of one large department, 
Exchange Control (occupying 1,164 staff), did not exist before the outbreak of war, 
ans must be regarded therefore as a wholly new addition to the Bank’s responsi- 
bilities, of such importance and intricacy that an unusually high proportion of 
skilled staff must be employed upon it. It is this circumstance which explains in 
particular the growth of the Bank’s staff from 3,529 at the outbreak of war to 
4,194, of whom 480 are men of military age who have been deferred. The Bank 
has consistently endeavoured to simplify methods of work and to make further 
dilution possible, and affords a good example of the successful adoption of the 
arrangement recommended ,above of the pooling of labour from all branches. 
We recommend that the Bank should further examine the possibility of dispensing 
with any marginal excesses of labour retained to cope with special tasks, and should 
extend the employment of part-time labour upon which it has already embarked. 


TRUSTEE SAVINGS BANKS 

The increased activities of the Trustee Savings Banks in consequence of the 
War Savings movement have led to an increase in their total staffs from 2,009 
to 2,385, of whom 340 are men of military age who have been deferred. The 
services they perform are a valuable complement to the Post Office Savings Banks 
and must not be discouraged. Their branches, numbering more than 700, com- 
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monly employ small local staffs only and are so distributed as to avoid duplication 
of work from unnecessary competition, in as much as no town has more than one 
bank. The Trustee Savings Bank Association is urgently considering simplification 
of method and the increased use of part-time workers, and we recommend that 
both these courses should be pursued. We recommend also that the banks should 
so far as possible organize the part-time opening of branches for different days 
and hours, to enable them to continue their present activities with a smaller staff. 
Further, we recommend that consideration should be given to releasing the banks 
in suitable cases from the obligation of a double check on all transactions imposed 
upon them by the Trustee Savings Banks Act of 1863. Evidence given to us on 
behalf of the Trustee Savings Banks Association leads us to believe that these 
measures will make it possible for the Trustee Savings Banks to release 20 per cent. 
of the men of military age now deferred. These men should be withdrawn 6n a 
suitable time schedule to be worked out by the Chairman of the Trustee Savings 
Banks Inspection Committee and the Chairman of the Trustee Savings Banks 
Association in consultation with the Comptroller-General of the National Debt 
Office, with regard to circumstances. affecting the particular requirements of the 
Banks which have been drawn to our attention. In particular, the rate of release 
of these men depends in some measure on the number of younger women required 
to be released. The Association should report progress as described above. 


DISCOUNT HOUSES 

In September, 1939, there were 317 on the staffs of the Discount Houses: 
there are now 177, of whom 23 are war-time recruits and 16 men of military age 
who have been deferred. The number of houses has been reduced by recent 
amalgamations. In 1923 there were 23, there are now only 13. Their repre- 
sentative Committee continuously consideres the simplification of methods to 
reduce labour and, as the figures suggest, the possibility of further reduction in 
a highly specialized industry is not large. Our more general recommendations 
as to method made above for the Clearing Banks apply, and we recommend 
particularly that the representative Committee should take them into considera- 
tion and report on results. The regular review of deferments will ensure against 
any redundancy of staff. 
ACCEPTING HOUSES 

At the outbreak of war there were 2,940 men and women employed in the 
Accepting Houses: there are now 1,499, of whom 114 are men who have had 
their calling up deferred. The business of these houses is also highly specialized 
and conducted without branches. Much the same considerations apply as in the 
case of Discount Houses and our recommendations are the same. 


Banks and the Stock Exchange 
By W. W. Syrett 


T irregular intervals during the last decade various suggestions 
Ae been made for overhauling the investment mechanism. 

Nearly all have at least one common feature, namely that 
they would reduce the banker’s share in stock exchange commissions. 
It is usually conceded that in view of the work and trouble involved, 
the banker is entitled to some remuneration. On the other hand, 
it is argued, at least part of the business is quite trouble-free and 
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involves trifling expense. 

It is not proposed to re-open the controversy which has in the 
past centred round these two points. Whatis moreimportant is to 
emphasize the basic difference in the position of the banks and the 
Stock Exchange respectively. Members of a stock exchange are 
endowed, by the nature of their business, with a central focal point. 
Though a bourse consists of a large number of small individual 
units—the partnerships operating as brokers and jobbers—they 
comprise a virtual monopoly. No present alternative threatens 
their position: indeed, such alternatives as are open to investors . 
offer very limited attractions, except to institutional managers or 
specialist types of property-owners. The position of the banks in 
this sphere, on the other hand, is a much weaker one because, 
although banking has been consolidated into a small number of very 
large units, these still form in most respects a highly competitive 
system. In any -arrangements for the sharing of commissions 
between the Stock Exchanges and the banks, therefore, the former 
are in the superior bargaining position. This factor, and not any 
abstract consideration of what is reasonable or just, has been the 
deciding one. 

When the banker’s share of stock-exchange commissions was 
reduced early in 1941, this journal suggested that the reductions 
would surely “‘ not have been introduced without the tacit approval 
of the banking community.”’ A less polite expression than “ tacit 
approval’’ would be “voiceless disapproval accepting a fait 
accompli.” Any reform of the investment machinery which still 
further whittled away the remuneration for this branch of banking 
service would obviously be less welcome. What, then, is the alter- 
native to a further reduction in the banker’s share in commissions ? 
Can the banks offer to do anything they do not at present undertake ? 
Can the banks and members of Stock Exchange between them 
devise any better investment mechanism or increase the numbers 
of their supporters ? 

It is reasonable to look for an increase in security dealings only 
if the saving public is made conscious of the possibilities and the 
best means of attaining them. It is not enough to persuade those 
who have already acquired the investment habit that they should 
use a certain form (or forms) of intermediary for the purpose : clients 
are mortal. Co-operation between the banking and investment 
industries is the only means of keeping the matter constantly before 
the expanding class of people with comparatively modest means, 
who in the aggregate nevertheless represent the most important 
potential buyers of stocks and shares. This end is only to be achieved 
if every customer of the banks is presented with regular reminders 
of the facilities at his disposal for buying and selling reliable stocks 
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and shares. Such reminders should not be difficult if the continuous 
contact between banker and customer is judiciously used for the 
purpose. After all, many bank managers make a very profitable 
side-line out of insurance commissions. Why should not the same 
energy and initiative be devoted to educating the customer in sound 
investment habits as is shown in persuading him to insure his life ? 
If such an approach were adopted, it would, of course, need to be 
backed up by a general campaign designed to give the public reliable 
tuition in the art of investment. 

Now, Stock Exchange experience over the past two or three 
decades, as borne out by the statistical evidence of company 
registers, shows that the tendency has been towards smaller indi- 
vidual holdings of securities. A much wider range of investors has 
been brought into being by economic circumstances between the 
two wars. It is seriously suggested that by encouraging the natural 
growth of the investment habit, on the lines indicated above, the 
stockbrokers’ (and jobbers’) turnover can be greatly expanded. 
It is true that accumulating savings must automatically find their 
way into various forms of investment media, from bank deposits 
to Government bonds and real estate. But a widespread public 
participation in industrial companies has definite incidental advan- 
tages, as conducing to greater political stability and helping to 
secure an intelligent public interest in industrial progress and the 
adoption of up-to-date technique. As is shown by the relative 
unpopularity of Defence Bonds, compared with the homely Savings 
Certificate, many small investors still regard even Government 
stocks as something esoteric and belonging to the unfamiliar mysteries 
of high finance. Ifa substantial share of the flow of post-war savings 
is to be attracted into this form of investment, therefore, a definite 
campaign of enlightenment is needed to overcome this resistance 
and familiarize the general public with Stock Exchange forms and 
procedure. 

Banking and Stock Exchange interests could properly and 
usefully combine in a campaign of this kind. It is true that if 
Stock Exchange securities are to be successfully popularized as an 
investment holding for the small man, it is more than ever necessary 
that dealing costs should be reduced to a minimum. Hence a 
movement of this kind would not in itself avert possible pressure 
for a further reduction in bank commissions. But the tendency is 
in any case in that direction. What might be achieved by a well- 
directed publicity campaign would be a marked expansion in turnover 
that would offset the effect on total earnings from security business 
of a reduction in the commission rate, while averting an undesirable 
conflict of views and interest between the banking and Stock 
Exchange sections of the investment machinery. 
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Multilateral Clearing Through Berlin 


By Paul Einzig 


NE of the strongest arguments in the propaganda campaign 
initiated by Goebbels and Funk concerning the “ New 
Economic Order in Europe” is the promise to establish 

an “‘ ideal ’’ system of international transfers between the European 
countries. This system is the multilateral exchange clearing. As is 
well known, most countries on the Continent suffered considerable 
inconvenience and disadvantages during the last ten years or so 
through the defective working of the bilateral clearing, under which 
commercial transactions between two countries must exactly 
balance if it is to work smoothly, and under which an import 
surplus on the part of one country meant a frozen clearing balance 
on the part of the other. Efforts were made on a number of 
occasions to arrange triangular clearing, under which a third 
country accepted in payment for its goods the frozen clearing balance 
of the second country, and used it in settlement of its debt to the 
first country. Such arrangements were, however, comparatively 
rare exceptions. 

Under the multilateral clearing system, the various credit and 
debit balances on bilateral clearing accounts would go through an 
international clearing office, which would offset them against each 
other as far as possible. Beyond doubt, this would go a long way 
towards removing the disadvantages arising from bilateral clearing. 
For this reason, the system is bound to appeal to countries which in 
the past have suffered such disadvantages. Like most other con- 
structive points in the ‘‘ New Order ’”’ propaganda campaign, multi- 
lateral clearing is not a Nazi or even a German idea. It was advocated 
by the present writer since the early ’thirties, as soon as the diffi- 
culties of bilateral clearing became evident.* Among other writers 
on the subject, Professor Milhaud put forward a detailed plan for 
auliiiahanal clearing long before the word even appeared in the 
vocabulary of Nazi propaganda—at a time, in fact, when Germany 
was beginning to derive illicit advantages through the abuse of 
bilateral clearing. Both Professor Milhaud and the present writer 
may derive comfort from the fact that they are in good company, 
since one of the main ideas of the ‘‘ New Order ’’ campaign was mis- 
appropriated by the Nazis from. Adam Smith and his orthodox 
followers. What is unfortunate is that, by the abuse of the system, 
the Germans will succeed in discrediting multilateral clearing to a 
very large degree. 

* See, e.g., my book, The Exchange Clearing System. 
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Information about the working of the multilateral clearing system 
in German-controlled Europe is none too plentiful. From time to 
time a news item appears in the German press, announcing the 
conclusion of an agreement whereby a continental country accepts 
in payment of its exports to another continental country the latter’s 
frozen Reichsmark balance on its clearing account with Germany. 
The fact that such a transaction, which should be a matter of routine, 
still calls for headlines shows in itself that transactions through the 
Multilateral Clearing Office at Berlin are still exceptions and not 
the rule. Hence it is all the more surprising to find in the Annual 
Report of the Bank for International Settlements a passage which 


is calculated to convey the impression that the multilateral clearing’ 


over Berlin is working, if not absolutely smoothly, at any rate 
tolerably, and is expanding rapidly. The following is the text of 
the passage in question :— 


‘““One of the main reasons for the introduction of greater uniformity in the 
European exchange structure, especially as regards the valuation of the Reichsmark 
and the so-called free currencies, has been the desire to facilitate the working of 
a multilateral clearing over Berlin. By the beginning of 1942, seventeen out of 
twenty countries on the continent of Europe were in one way or another linked 
to the central clearing in Berlin; Portugal, Spain and Turkey being the only 
exceptions. Belgium and Holland settle with each other via the clearing in Berlin 
and, in addition, via Berlin with Bulgaria, Croatia, Denmark, Finland, France, 
Greece, Hungary, Italy, Norway, the Governor-Generalship of Poland, Roumania, 
Slovakia, Sweden and Switzerland. France clears with Belgium, Holland and 
Norway via Berlin but with other countries direct. Norway uses the clearing in 
Berlin for settlements with Belgium, Bulgaria, Croatia, France, Finland, Greece, 
Holland, Hungary, Italy, the Governor-Generalship of Poland, Roumania and 
Switzerland, but settles direct with Denmark and Sweden. The Governor- 
Generalship of Poland passes through Berlin for its payments to Belgium, Bulgaria, 
Croatia, Greece, Holland, Hungary, Italy, Norway, Roumania and Switzerland ; 
and Serbia settles via Berlin with Bulgaria, Croatia, Hungary, Italy and Roumania, 
i.e. with all the neighbouring countries. Bulgaria and Roumania also settle their 
mutual payments via Berlin. 

“It has been reported that the volume of transactions cleared for the account 
of European countries through the ‘ Verrechnungskasse’ in Berlin had been 
trebled from September 1940 to the spring of 1942. One of the vice-presidents 
of the Reichsbank explained in May 1942, with regard to the development of 
the bilateral clearing system into a multilateral clearing, that in wartime 
this system could hardly be expected to function without friction, since that 
presupposed a balancing of exports, which could not always be achieved, but that 
conditions would be different when the enormously increased productive capacity 
of Germany was turned over to peace-time goods after the war.” 


All this sounds very impressive. It distinctly conveys the im- 
pression that seventeen out of twenty continental, German-controlled 
or neutral countries operate the bulk of their foreign exchange 
business, if not all of it, through the Berlin Clearing Office. The 
statement that, between September, 1940, and the spring of 1942, 
the volume of transactions that passed through that Clearing Office 
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has been trebled, conveys the impression of rapid expansion. Yet 
those responsible for drafting this part of the B.I.S. Report know, 
or ought to know, that in September, 1940, multilateral clearing 
was barely established, and its turnover was negligible ; even if the 
turnover did treble during the following eighteen months or so, 
it cannot therefore amount to very much. It is, of course, possible 
that the volume of transactions referred to included not only transfers 
between European countries other than Germany, but also the 
clearing accounts of those countries with Germany itself. In that 
case, the turnover in September, 1940, must have been quite sub- 
stantial, and by the spring of 1942 it must have grown to formidable 
proportions simply because of the increasing exploitation of those 
countries by Germany. The growing volume of frozen Reichsmarks 
balances in the clearing accounts of those countries can hardly be 
presented, however, as an indication of the progress of the multi- 
lateral clearing system. The B.I.S. Report remains pleasantly vague 
about whether these frozen Reichsmarks balances are included in 
the figure of transactions which is supposed to have trebled. Yet, 
having devoted to the Report 222 large pages, the bank might surely 
have been able to find space for half a sentence to make this point 
clear. 

The Report also quotes one of the Vice-Presidents of the Reichs- 
bank as having declared that war-time multilateral clearing could 
hardly be expected to function without friction. Now, to the 
innocent reader this conveys the impression that, although there 
may be minor difficulties due to war conditions, the system is 
operating, on the whole, reasonably satisfactorily. In reality, as we 
shall see below, the multilateral clearing system is hardly functioning 
at all, and, in so far as it is functioning, it consists of hardly anything 
but friction. Admittedly, the B.I.S. Report simply reproduced the 
mild under-statement of the Vice-President of the Reichsbank 
without actually endorsing it. Nevertheless, by the fact that it 
appeared in the Report without comment, it received the endorse- 
ment, by implication, of the B.L.S. 

What are the facts? Every now and again one comes across a 
reference to the multilateral clearing of Berlin, which shows that 
its present sphere of operations is limited, and that, even within 
that limited sphere, it is giving little or no satisfaction. For instance, 
the Annual Report of the Danish National Bank contains the 
following remark: ‘‘ The Danish clearing balance in Germany was 
used in 1941 to some extent for making payments in Sweden and 
Italy, but, owing to prevailing conditions, the possibilities of using 
balances in Germany for purchases in other countries were limited.” 
This statement flatly contradicts the relevant passage in the B.L.S. 
Report, which gives among the examples of multilateral clearing 
the settlements between Belgium and Denmark and between Holland 
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and Denmark through the clearing in Berlin, and which conveys the 
impression that practically every one of the seventeen countries 
concerned settles through the multilateral clearing with every one 
of the other sixteen countries. The Report of the Danish National 
Bank clearly states, however, that the only two countries which 
accepted Reichsmark balances in payment for their goods were 
Sweden and Italy, and that only ‘“‘to some extent.” 

Again, the Report states that Bulgaria and Roumania settle their 
mutual payments via Berlin. Some importance must be attached 
in German official circles to these instances, for in a recent article 
appearing in Svidost-Echo, Dr. Emil Puhl, Vice-President of the 
Reichsbank, quotes the same example to reinforce his argument 
about the universal acceptance of Berlin as the “ Financial Centre 
of the Continent.”” In the circumstances, it is particularly unfor- 
tunate from the point of view of the German “ New Order”’ 
propaganda that the terms of the recent renewal of the Bulgarian- 
Roumanian agreement disclose the breakdown of the effort to clear 
accounts through Berlin. It was admitted even in German news- 
papers that the arrangement worked most unsatisfactorily from the 
point of view of Roumania, because in payment for her export 
surplus of oil and other vital commodities to Bulgaria, she only 
received frozen Reichsmarks. Accordingly, the Roumanian negoti- 
ators now insist that, under the new agreement, Bulgaria shall 
increase her exports to Roumania so as to cover the volume of 
Roumanian exports to Bulgaria. So we are back at the old system 
of bilateral clearing. In theory, both Roumania and Bulgaria form 
part of the much-advertised multilateral clearing system, but in 
practice their exports and imports have to balance just as though 
the multilateral clearing system did not exist. 

Examples similar to those quoted above could be multiplied, 
but the instances of Denmark and Roumania should suffice to give 
the reader a vague idea about the real state of affairs, as distinct 
from the state of affairs described in the B.I.S. Report. It may well 
be asked why those responsible for the B.I.S. Report should go 
out of their way to convey such a totally misleading impression. 
The system of multilateral clearing should not be judged, however, 
by the unsatisfactory results produced in its application by Germany. 
It is true that, under German management, the system would fail to 
operate satisfactorily even in time of peace. Then, as now, the 
subject races would have to export to Germany in excess of their 
imports, and would possess, therefore, frozen Reichsmark clearing 
balances which no other country would want. Under impartial 
management, however, it would be possible to make the multilateral 
clearing system work. Indeed, it could be developed into the 
rational method of settling international transfers as part of the 
system of planned world trade. 
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Life Assurance and the Kennet Report 
By K. A. Wood, F.LA. 


HE chief subject at present exercising the minds of the life 

office managers is undoubtedly the report of the Kennet 

Committee and its effect if the recommendations are accepted. 
Ordinary life assurance was considered by one panel of the Committee 
together with other classes of insurance, such as fire, accident and 
marine business, while industrial assurance had the undivided 
attention of a separate panel. It is a little difficult to see the reason 
for this differentiation, bearing in mind the similarity of the contracts 
and the comparative size of the funds involved, but this contrasting 
treatment may help to explain the apparent disparity in the favours 
meted out. 

Ordinary life assurance is dismissed in one paragraph with the 
statement that there is no need to create an appetite for life assurance 
and that the aim should be the elimination of those engaged wholly 
or for a substantial part of their time in the quest for new business. 
No reference is made to the value to the country of the savings 
represented by the premiums collected, which amounted in 1937 
—the last year for which the Board of Trade published consolidated 
figures—to over {80,000,000. Nor is there any mention of the fact 
that there are probably few cases where deferment of service has 
been obtained for salesmen of military age. 

If the offices may still accept new business, the internal staff 
will be required and retained to deal with it, which seems rather 
an anomaly. If life assurance is a useful way of promoting savings, 
the obvious time would be to eliminate competition between the 
offices, to avoid two or three salesmen canvassing one person, and 
to issue a standard form of policy with one table of rates for all the 
offices. It would probably be necessary for this policy to be without 
participation in profits owing to the varying methods of distribution 
of bonus adopted by different offices. This suggestion is analagous 
to the recommendation of the committee in connection with general 
insurance that the transfer of business from one office to another 
should not be allowed except on an increase of rates. Concentration 
by amalgamation presents certain difficulties owing to the fact that 
the contracts have many years to run. The release of staff would 
be possible only after the initial troubles of welding the two or more 
dissimilar bodies together had been overcome, and this might take 
a considerable time. 

Where an office is engaged in transacting oneut business and 
life assurance it will secure some advantage over a purely life office, 
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as the staff engaged in securing the so-called essential and, therefore, 
permitted types of insurance, will come into contact with possible 
proposers for life assurance. Even if no such business presents itself, 
the contact with policyholders will continue to the benefit of the 
office. And the purely life office has no remedy, as even the right 
to advertise is taken away. 

There is a statutory definition of industrial life assurance, the 
main essential being that premiums are received by the house-to- 
house visits of collectors and are payable at intervals of less than 
two months, usually monthly or weekly. Individual contracts are 
small, the average premium received in 1941 under the 90,000,000 
premium-paying policies being approximately 17s. per policy, from 
which fact it is fairly obvious that the cost of collection must be 
proportionately high. This feature of the business has received 
adverse comment in a previous report on Industrial Assurance. 
Discussing the difficulty of concentration, however, the Kennet 
report unquestioningly accepts the unanimous evidence of the 
interested parties that concentration would be “ undesirable and 
impracticable.’’ In view of the large number of policies and the 
small individual cash sums involved, the offices must certainly 
formulate clear-cut rules for the management of their business if 
they are to avoid confusion. And the agents, who not only collect 
premiums but also settle claims, arrange surrenders and advise 
generally, must be thoroughly conversant with these rules. Under 
present conditions, they would be in difficulties if they were expected 
to make themselves familiar with the rules of another office. But 
it is questionable whether the policies and conditions of the offices 
could not, with advantage to a public which is not trained to make 
a critical choice, be standardized. 

Owing to the increase in wages and reduction of unemployment, 
industrial offices have not experienced a set-back in new business 
as have non-industrial offices even in their ordinary branches. 
The Committee recommends the elimination of the salesman but 
does not explain how this is to be done where he combines more 
than one function. Canvassing for new business can very suitably 
take place when collecting a premium or settling a claim. The fact 
remains that there are 90,000,000 policies under which several 
times that number of premiums have to be collected each year, 
quite apart from the 16,000,000 paid-up policies requiring service, 
so that the number of contacts made is still immense and oppor- 
tunities of obtaining new business will often present themselves. 
It is believed that the Beveridge Committee on Social Security has 
the future of the smaller policies issued by industrial offices under 
consideration and the answer may be provided by its report. Until 
then it must be expected that, even with the elimination of some of 
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its collectors, the industrial-cum-ordinary office will not experience 
the falling off in new business of the purely ordinary life offices. 
The other recommendations are aimed principally at improving 
the efficiency of the offices by adopting new methods of collection 
of premiums and the pooling of ideas. 

The year has produced little else that was not expected. The 
accounts issued at the beginning of the year generally showed a 
further decline in the rate of interest earned on the invested funds, 
due mainly to the agreement of the offices to invest their new money 
in Government stocks, giving a return of not more than 3 per cent. 
gross or under 2 per cent. net allowing for income tax at the rate 
of 7s. 6d. in the £ applicable to life offices. When it is considered 
that the business now in force was put on the books over a period 
of years stretching back to the end of the last century, it will be 
appreciated that the rates of premium have been based on a higher 
average rate of interest than is now obtainable. This is particularly 
important for those offices which obtained large blocks of without- 
profits business at that time after the last war when interest rates 
were high and premium rates were low, as such premiums have 
proved distinctly unremunerative. The offices whose business is 
mainly in the with-profits class have an advantage in that variations 
in the rate of interest can be met by adjusting the rates of bonus 
without affecting the security of the basic contract to pay the sum 
assured. The impact of this development will fall either on the 
shareholders or on the with-profits policy-holders, depending on the 
constitution of the office, and will be more heavily felt in the case 
of an office with rapidly increasing funds. 

The death claims have not been unusually heavy. Indeed, in 
some cases the offices have been able to report an exceptionally 
light experience, even including war casualties, thus bearing out 
the statements that the health of the nation is remarkably good 
in spite of the war. With the new phase entered upon by the war, 
longer casualty lists must be expected and, in this connection, it 
should be borne in mind that most pre-war policies cover all deaths 
irrespective of the cause. It has also become the practice to waive 
any restriction imposed before the war where the extra risk has arisen 
solely as a result of the war; this is particularly important in the 
case of flying risks, which are sometimes excluded as a matter of 
policy for young lives. The cost of this concession must amount 
to a very considerable sum taking all the offices together. There 
has been little change in the attitude of the offices to covering the 
war hazard under new policies, some offices being more cautious 
than others. It is probably true to say that those offices which 
have accepted this risk, so far as it arises in this country, without 
extra charge, have not had any reason to regret their action. 
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It is a statutory obligation on life offices to make a valuation 
of the assets and liabilities at intervals of not more than five years 
and, in pre-war years, a bonus was declared on the strength of 
surplus revealed. Now it is more usual to postpone the declaration 
of bonus until the outlook is more settled and, to protect the holders 
of policies becoming claims, by allowing an interim bonus which, 
in present circumstances, is generally at a lower rate thin in normal 
times. Incidentally, the use of the wo-d “ interim ”’ wien applied 
to a bonus does not imply that there will at some later date be a 
final allocation. 


Fire, Accident and Marine Insurance 
(By a Correspondent) 


O small part of the present financial strength of the British 
N offices is due to the high reputation British insurance has 

attained in the foreign field. In normal times, something 
like 60 per cent. of the total fire and accident premium income of 
the British offices is obtained from business in the Dominion of 
Canada and the U.S.A., about 20 per cent. from other overseas 
sources, and only the remaining fifth from business within the 
United Kingdom. From the early days of this war the fullest arrange- 
ments have been in existence to enable British insurance companies 
to carry on their overseas business without impediment, and to 
meet claims in sterling or in foreign currency. It would indeed 
have been an extremely short-sighted policy had the Government 
acted otherwise. In recent years the foreign business of the com- 
panies has been conducted in the face of ever-increasing difficulties, 
but its worth has been amply proved, for although the profit margin 
has not been large, the companies have been enabled to place at 
the disposal of the British Treasury a substantial amount of foreign 
exchange. In turn, this foreign exchange has assisted to finance 
the importation of raw materials by this country and also to support 
British credit in overseas territories. 

As taxpayers, the insurance companies can justly claim to be 
shouldering a full share of the present financial strain. It is estimated 
that British and overseas taxation now absorbs around 57 per cent. 
of the total underwriting profits of the composite companies. Thus, 
the accounts of twenty representative composite offices for the year 
1941 reveal that payments in respect of British and overseas taxation 
totalled no less than £4,470,000. It will be noted that this is in 
respect of underwriting profits only and does not take into account 
taxation in respect of dividends and interest on investments. It is 
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perhaps not surprising that as a consequence of this high level of 
taxation one of the features of the companies’ latest reports should 
be the marked slowing up of the rate of expansion of the reserve 
assets. The viewpoint of the industry on this matter is crystallized 
in the words of the Hon. W. B. L. Barrington, chairman of the 
Gresham Fire, who said: ‘ The burden of taxation is very heavy, 
but shareholders will recognize that we must be prepared in these 
difficult days to surrender all but a small proportion of the trading 
profits which are earned.”’ Further evidence of the companies’ 
financial contribution to the national effort is to be found in the 
recent statement of Mr. H. S. Milligan, chairman of -the British 
Insurance Association, when he told members that the regular 
investment of their surplus money in new War Loans had resulted 
in a further increase of the total amount so invested by over 
£100,000,000 during the past year, bringing the total from the 
beginning of the war to well over £200,000,000. At the commence- 
ment of the war insurance companies held around £350,000,000 of 
British Government securities. 

In the field of fire underwriting, the war has introduced many 
new factors. Prudent underwriting not only demands that as steady 
a flow of income as possible shall be obtained from as wide a field 
of risks as possible, but that the amount of liability retained by a 
company on any one risk should be limited, and should vary 
according to the class of risk and the p-emium income of the company, 
Both of these fundamental principles were affected by the cessation 
of business in enemy-occupied countries. However, such is the 
ability of the industry to set off against its losses in one quarter 
gains in another that, despite the temporary loss of very considerable 
Overseas connections, the total fire premium income for each 
successive war year has actually shown an increase. The accounts 
of twenty British companies reveal a total fire premium income for 
1941 of £47,138,067, against £43,183,836 for 1940. These results 
are due in no small measure to the rise in prices, larger values at 
risk and the expansion and acceleration of the industrial machine 
at home and in America. Although comparatively few of the British 
offices have operated in the Far East on a large scale, income derived 
from that quarter has not been inconsiderable, and the market 
was always regarded as a profitable one. Individual company 
accounts for the current year will, therefore, in varying degrees, be 
adversely affected by the temporary severance of Far Eastern 
connections, 

An important underwriting aspect-to which continuous thought 
has to be given is the atcumulation of values subject to one fire or 
conflagration. In normal times, the insurance of exceptional 
accumulations of risk can be spread world-wide, but the disruption 
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of reinsurance relationships with countries under enemy control has 
resulted in a drastic narrowing of the market. As a consequence, 
the commitments of individual companies are in many cases con- 
siderably larger than is warranted for prudent underwriting, a feature 
that is reflected in more violent fluctuations in loss ratios. From 
a technical point of view the position is obviously unsound, and there 
is every likelihood it will remain so until the end of hostilities, when 
manufacturing and storage conditions for commercial undertakings 
return to normal and reinsurance is able to function on a wider 
international basis. In the meantime, fire insurance is called upon 
to take the strain of heavier losses both at home and in America. 
The estimated value of property and commodities damaged and 
destroyed by accidental fires in Great Britain and Eire for the past 
three years is: 1939, £9,088,000; 1940, £12,640,000; and 1941, 
£10,254,000. The total for the first nine months of the current 
year is {10,120,000, against £7,391,000 for the corresponding period 
a year ago. For the United States the figures are: 19309, 
$313,498,800 ; 1940, $306,469,520; and 1941, $322,357,000. 

It will be seen that loss by fire is on an appallingly high level. 
Much has been done by the offices to minimize fire wastage. In this 
respect may be instanced the invaluable work done by the three 
Salvage Organizations maintained by the Fire offices: the London 
Salvage Corps, the Liverpool Salvage Corps, which celebrates its 
centenary this year, and the Glasgow Rate and Salvage Association. 
Again, by penalizing bad features of hazard and encouraging good 
features—such as efficient automatic sprinkler installations—and 
by the granting of discounts off the premium rates, the offices have 
gone far towards reducing the fire waste, from the point of view 
of fire prevention. Another preventive measure is the maintenance 
of a modern Fire Testing Station at Elstree, where elements of 
structure are tested for their fire-resisting qualities. 

There is a widespread idea that, so long as property is insured, 
a fire is of little consequence. Even from the private point of view 
this is debatable. From the national point of view it is certainly 
untrue. Fire loss is an economic loss of wealth which cannot be 
reinstated without loss of capital and labour that would otherwise 
be available for the production of other things. If fire wastage 
is to be kept down to the minimum, the public themselves must 
lend a hand. With the country engaged in a total war economy 
the reduction of fire wastage is more than ever vital, and the Fire 
offices have decided to reach out beyond the purely technical field 
of fire prevention and embark upon a countrywide campaign to 
keep the public mindful of their responsibilities. In undertaking 
this new departure, the offices are acting almost solely in the national 
interest, for in the last analysis a fire office acts chiefly as distributor 
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of a fund subscribed to by its members. If losses should continue 
on an ascending scale, the time must come when heavier subscriptions 
to the fund would be found necessary. 

Included in the accident and miscellaneous account of the offices 
are all those types of insurance which do not come within the scope 
of the older departments of ,the business—marine, fire and life. The 
Accident account, although the youngest section of insurance 
activity, has grown so rapidly that the total accident and general 
premium income of 28 companies for 1941, at around £66,900,000, 
exceeded the total fire premium income of the same group by some 
{16,100,000. Motor insurance and employers’ liability insurance 
are the main contributors to the vast income derived from the 
accident field. Despite the check to motor insurance—which 
normally accounts for one-half of the accident premium income— 
due to war-time restrictions on motoring, the premium income of 
the accident department last year exceeded that for 1939 by around 
£500,000. Most of the companies transact various types of casualty 
insurance in the United States. With wages at a high level at home 
and industrial activity still expanding in the U.S.A. and Canada, 
it is likely that the income derived from Workmen’s Compensation 
insurance will continue on the upgrade. Whether the advance in 
Workmen’s Compensation insurance will be sufficient to offset the 
further restrictions. on motoring imposed this year both at home 
and in the U.S.A. is impossible to say. In any case, there are few 
companies that have made a respectable profit on motor insurance 
in recent years, while the results obtained from casualty insurance 
in the United States has been disappointing in the extreme. 

During the past months the present system of Workmen’s 
Compensation has been subjected to severe criticism by the T.U.C. 
and others interested in the subject. Most if not all of the criticisms 
are directed against the provisions of the Workmen’s Compensation 
Act. It is a general complaint that the benefits are inadequate, 
and in view of the general increase in wage levels there is perhaps 
a genuine case for reconsideration of the maximum payment. There 
is unfortunately, in some quarters, an apparent desire to involve 
the insurance industry in these criticisms. In order to acquaint 
interested parties with the insurance viewpoint, the Accident Offices 
Association has prepared an admirable survey from which may be 
quoted the following comment : “ It will be seen there is a real and, 
perhaps, unanswerable grievance on the amount of benefit, but that 
there are no other defects in the system which could not be remedied 
by comparatively simple amending legislation. For this reason 
it is thought that the movement to do away with private enterprise 
in favour of a State scheme is not based on any practical need. 
It is therefore necessary to be sure that justifiable complaints against 
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a part, and an easily remedied part, of the system, are not used as 
an excuse for an attack on private enterprise.” No doubt the report 
of the Beveridge Committee on Social Insurance, which is awaited 
by the industry with animated interest, will at least touch on this 
subject, as on many others of vital importance to companies and 
underwriters. 

In the Marine market, there is no real pointer to whether or 
not the business is proving profitable under war conditions. With 
the need to keep every available ship in commission, it is usual 
for only first-aid repairs essential to seaworthiness to be effected 
forthwith, permanent restoration of the damage in many cases 
being held over to the post-war years. Despite the attempt to 
control rising costs, the expense of ship repairs has been mounting 
steadily. If the experience of the early years after the last war is 
any guide, then this question of deferred repairs will be a serious 
problem, both as to treatment and as regards the amount to be 
charged to underwriters where the damage is due to an insured 
peril. In normal times it takes four years to close a hull account, 
and it can be recalled that after the last war as long as ten years 
elapsed before finality was reached in ‘‘ war and marine’ loss 
litigation. That underwriters look for a repetition of this experience 
after the present war seems evident by the extent to which the 
marine funds are being strengthened. An analysis of the marine 
accounts for 1941 of 18 representative companies shows that 
premium income advanced by {1,987,475 to £18,640,357, whereas 
the combined marine funds increased by £4,839,666 to {24,212,420, 
while £1,456,260 (against £930,493 for the previous year) was trans- 
ferred from revenue account to profit and loss. 

The recent House of Lords judgment in what is known as the 
““ Coxwold ”’ case has caused some surprise and mild criticism in the 
market. The Coxwold was, under Admiralty orders, deviated from 
her normal course in order to avoid enemy action and became 
stranded, and the legal argument was to determine whether or not 
the stranding had been due to a war or a marine peril. In finding 
that the casualty was a consequence of hostilities, the House of 
Lords differed from the Court of Appeal, where the casualty had 
been held to be a marine casualty. It is felt that the judgment is a 
departure from the strict doctrine of proxima causa and disappoint- 
ment is expressed that the terms of the judgment embody no new 
principle which will serve to dispel the obscurities and perplexities 
that surround the vexed question of war or marine losses. 

In sum, it can be said that the insurance industry is maintaining 
a high standard of service in the national and public interest, and 
this despite the loss of approximately 60 per cent. of its trained 
pre-war personnel to the Forces, and of the services of numerous 
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executive and technical officers now acting in an advisory capacity 
to various Government committees and departments. What of 
insurance beyond the war? It is difficult to visualize the direction 
in which post-war legislation will drift, but to talk of nationalization 
of the industry as a whole is to talk without knowledge. As the 
President of the Insurance Institute of London aptly remarks: 
“How can you nationalize the international ?’’ Meanwhile, the 
insurance industry is conscious that it must play an important part 
in world reconstruction in the years following the war ; a committee 
has been set up to examine post-war problems as affecting insurance, 
and to consider in what directions, and how, the companies can best 
assist in this task. Much work has already been done and it is 
thought that the arrangements made will lead to very useful results 
in the closely linked interests of the nation and of the companies 
themselves. 


The Decline of Continental Insurance 
(By a Correspondent) 


FTER three years of war it is clear how severely the 
Continental insurance industry has been affected. There is 
no longer any doubt that in most Continental countries, 

except those which have been able to maintain their neutrality, 
insurance will require after the war a complete reconstruction and 
revival. Few of these countries will be able to undertake this without 
external help, even if the fundamental problem—the re-establishment 
of stable currencies—has been solved. The causes which have led 
to the present state of Continental insurance can be traced back 
to the period before the war, especially in the case of Germany. 
Even before the war, the resources of German life assurance were 
mobilized on a large scale for the finance of rearmament, and the 
National Socialist state directed the investment policy of the 
insurance companies for its own purposes. It is not widely known, 
for example, that the German companies were compelled, even 
before the war, to take up on an enormous scale bills of the ‘‘ Reichs- 
autobahnen ”’ (motor roads) as a cover for premium reserves. Then 
came the order to place at the disposal of the State by investment 
in war loans (Treasury bills and bonds) all premium income and all 
capital set free by the repayment of old investments, chiefly mort- 
gages. The former careful investment policy, in other words, has 
been replaced by investment in the bonds of a Government which, 
in the event of defeat, will certainly not be able to repay, or even 
to maintain the service of, its securities. 
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Even in Germany it is fully realized that in the case of defeat 
the insurance companies will not be in a position to carry out their 
contractual obligations to policyholders. Realization of investments 
would be bound to bring enormous losses, if it were indeed possible. 
There can be no doubt that a large number of the German companies 
and their managers are not blind to this danger. But insurance 
has been as powerless as any other branch of national life to resist 
the demands of the Nazis, and submitted without resistance to 
threats and pressure. In Germany, as in this country, interest rates 
have been forced down by a relentless cheap money policy. The 
average yield on the investments of the companies has declined from 
year to year. The Reich Supervisory Bureau for insurance has 
therefore been compelled to allow the insurance companies to adopt 
a considerably reduced rate of interest for the calculation of 
premiums. As this encouraged the encashment of policies already 
in existence, almost all the companies in Germany suffered enormous 
deficits, which they had to cover out of their free reserves, while 
higher premiums had to be charged for all new policies. The result, 
therefore, has been a marked rise in the cost of insurance in Germany, 
as a direct result of the official financial policy. 

To restore premium reserves, current earnings and inner reserves 
had to be drawn upon. This means that there can no longer be any 
question of underwriting profits in the true sense until this process 
is completed. It means also that the companies are deprived of 
their secret reserves at the very moment at which these reserves are 
most urgently needed. For how else are the companies to meet the 
losses and writing down of securities which will almost certainly 
be necessary when Germany has lost the war ? A completely hopeless 
situation is thus to be expected, in which nothing will remain but 
to default on contractual liabilities and pay out only part of the 
amounts due on the maturity of policies. The extent of the default 
will depend on the intrinsic value which the ‘investments of the 
companies may still retain. But losses on the scale of those which 
the German companies suffered some twenty years ago through the 
inflation are certainly to be expected. It is significant to note, 
indeed, that this collapse of life assurance has already taken place 
in one of the large territories at present controlled by Germany, 
namely ‘“‘ General-gouvernement ”’ Poland. As a result of the war 
and the occupation, the Nazi authorities in Poland ordered a certail- 
ment of all claims arising out of insurance policies. At present, the 
companies are allowed to pay out only 20 per cent. against maturing 
policies, to which may be added loans or advance payments to the 
extent of 20 per cent. 

Re-purchases and conversions of policies are no longer possible, 
nor any new insurance contracts, so long as there is no possibility 
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of investing the proceeds of the new business at a rate of interest 
reasonably in accord with the assumed rate. These events in Poland 
are indicative of what may be expected sooner or later in Germany. 
In that country, pressure on the insurance industry continues. 
Thus, industrial loans are now making their appearance as a new 
type of investment for premium reserves. Formerly, war industry 
in Germany was financed directly or indirectly by the Reich; 
henceforth the resources of the insurance companies must be devoted 
to that purpose. This means an additional risk, since it will certainly 
be difficult to realize such investments. The capital is being 
immobilized in factories and other fixed assets, whose usefulness 
after the war is more than doubtful, at any rate without large fresh 
investments of capital. 

It is not only in life assurance that the position has changed 
decidedly for the worst. The efforts of the Nazi regime to reduce 
industrial costs and the cost of living to the lowest possible level 
have in the last ten years led to a reduction of premiums, which 
in no way corresponds to the loss experience of the companies. 
This applies especially to industrial fire insurance. The extensive 
employment of unskilled labour, the wearing out of machines and 
the impossibility of carrying out repairs at the proper time or on 
a sufficient scale, have been reflected in a substantial increase in 
the loss ratio, which would have justified an increase in premiums 
rather than the reduction which has actually been seen. 

When all this is taken into account, it is striking to find that 
nearly all figures relating to insurance published in Germany in 
recent years show marked expansion. Sums assured have risen 
sharply, while the number of insurance policies and the average 
size of policy have also increased. It would be a complete mistake 
to interpret these trends as an indication of prosperity. On the 
contrary, it should be remembered that similar trends were in 
evidence before the last great inflation. 

The development of a war economy has involved enormous 
industrial expansion—it is only necessary to refer to the adoption 
and extended use of substitutes. This expansion has given rise to 
exceptional demands for insurance. In addition, military expansion 
has carried German insurance interests far beyond the old boundaries 
of the Reich, especially in Eastern Europe. Indeed, there has been 
an attempt to establish, under political pressure, a kind of German 
insurance monopoly. In particular, Berlin has attempted to exclude 
English insurance interests from the Continent, with the aid of the 
new association established in connection with the Minchener 
Riickversicherungs A.G. There can be no doubt that this artificial 
association does not fulfil any real need and is to be regarded simply 
as an instrument of German expansion. 
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An interesting development is that insurance interests in other 
countries are beginning to withdraw from participation in German 
insurance. Thus, the Swedish ‘Svea’? company has resold to 
Germany its majority interest in the share capital of the Hamburg- 
Mannheimer Versicherungs A.G. This obviously reflects the poor 
view which is taken of the prospects for the German industry. 
A further development of particular international interest is that, 
since the beginning of the war, the important Gerling-Versicherungs 
concern in Berlin-Cologne has embarked upon _ international 
reinsurance business, and for this purpose has developed the 
‘‘ Universale ’”’ Riickversicherungs A.G. in Ziirich out of former 
foreign participations. This is a complete reversal of the policy 
adopted by the late Robert Gerling, the founder of the concern. 
It is probable that the international re-insurance business of the 
‘‘ Universale ’’ company made some headway during 1941 and the 
present year. This may represent a new factor in the international 
insurance market of some importance. 


International Banking Review 
French North Africa 


ECENT military developments in French North Africa are 
R likely to produce far-reaching repercussions in the sphere of 

banking. Up to the time of writing, the situation had not 
yet cleared up sufficiently to allow for any definite measures con- 
cerning banking and currency matters. It was not even known 
whether Morocco, Algeria and Tunisia will remain under the admin- 
istration of the Vichy Government, or will eventually be placed 
under the Fighting French Government. Once Allied military control 
over these countries is consolidated, however, the status of the 
London accounts of residents in those countries will be reconsidered. 
Shortly after the Allied conquest of Madagascar was completed, 
the assets of residents in Madagascar, which were frozen in 1940 
under the Trading with the Enemy Act, were released. Provided 
that the Board of Trade and the Minister of Economic Warfare are 
satisfied that, under the new regime, there can be no actual contact 
between Vichy France and French North Africa, a similar measure 
will presumably be adopted also regarding the balances of residents 
in Morocco, Algeria and Tunisia. 

For the present, however, the situation remains difficult and 
delicate because the civil administration in those countries, which 
is recognized by the American Commander-in-Chief, continues to 
own allegiance to the Vichy Government. In the circumstances, 
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the release of the assets of residents of these countries might open up 
possibilities of their use for the benefit of Vichy or of Berlin. For 
this reason, the British Authorities will probably not be in a great 
hurry to decide on a general release, even though they may adopt 
a liberal attitude towards holders of accounts whose loyalty is 
above question. 

It remains to be seen how the monetary system of French North 
Africa will be affected by the change in the situation. The bank of 
issue for Morocco is the Banque d’Etat de Maroc, and for Algeria 
and Tunisia it is the Banque de Il’Algérie. Both these banks issue 
franc notes which are at par with the French franc. The notes of 
the Banque de France have circulated freely in all three French 
North African countries. Should this state of affairs continue, 
there would always be the danger of French North Africa being 
flooded by Banque de France Notes, either through hostile action 
by the Vichy or Berlin Governments, or through a flow of refugees 
from France carrying large quantities of notes. It is also probable 
that the Vichy Government possesses large quantities of the notes 
of the two French North African banks of issue. Those notes are 
printed in any case in France, so that both the Vichy Government 
and the German authorities would be in a position to forge them in 
large quantities for the purpose of financing subversive activities in 
French North Africa, or simply for the purpose of creating confusion 
there through dumping huge quantities of notes into the three 
French North-African countries. 

The situation was somewhat similar when in 1940 some of the 
French colonies and mandated territories in Central Africa joined 
General de Gaulle. The bank of issue of these countries was the 
Banque de I’Afrique d’Occidentale, the head office of which is 
situated on Vichy-controlled territory. It was not until the beginning 
of 1942 that steps were taken to sever the currency system of the 
Free French Colonies completely from that of Vichy France, and 
thereby to prevent the Vichy and Berlin Governments from dumping 
notes into the Free French Colonies. For that purpose, the Caisse 
Centrale de la France Libre was formed. It replaced with its own 
notes the notes of the Banque de 1’Afrique d’Occidentale. The delay 
in making the change was inevitable, for it took some time before 
the Free French consolidated themselves sufficiently to establish 
a bank issue of their own. As, however, the absorptive capacity 
of the Free French colonies for notes was limited, the delay is not 
known to have caused any grave disadvantage. 

In the meantime, the Allies have introduced an invasion currency 
in the form of British Military Authority notes. These are con- 
vertible into the local francs at the rate of 300 to the £. This rate 
obviously reflects the substantial depreciation in the Vichy franc 
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since June, 1940, when the franc was quoted at 176% to the f, the 
rate fixed in the territories under Free French control. 


The Far East 


Details of the Japanese plan concerning the reorganization of 
the Bank of Manchukuo have now been published. The bank, 
which has hitherto been a limited company, will henceforth be a 
public corporation. This is in keeping with the general trend 
under which newly-conquered countries are exploited by the 
Government and not by private interests. In Manchuria, private 
interests were originally allowed a wide scope, but henceforth their 
activities will be subject to strict supervision. To that end, the 
Bank of Manchukuo will be given extensive powers to supervise all 
banks operating in the country, and even to give them instructions 
regarding their credit policy. On the other hand, the Bank of 
Manchukuo will give up commercial banking business. Its capital 
will be increased from yen 30,000,000 to yen 100,000,000, of which 
yen 25,000,000 will be paid up. Of this profit 70 per cent. will go to 
the Government, while the remaining 30 per cent. will be carried 
forward as a reserve. 

The decision of the Mitsui family to offer for public subscription 
shares of their trading company, the Mitsui Bussan Kaisha Company, 
has stirred up considerable interest in Japan and abroad. The 
capital of that company is yen 300,000,000, consisting of 6,000,000 
shares, of which 1,500,000 are to be offered to the public. According 
to one theory, this decision is due to the desire to increase the 
popularity of the Mitsui concern by tempting the public into partner- 
ship. Another explanation is that the Mitsui concern has immobilized 
its resources in connection with the expansion of the arms industry 
under its control, and rather than depend on assistance from the 
unfriendly Tojo Government it prefers to raise funds from the public. 
Since the Japanese occupation of Shanghai, a large number of new 
banks have been established, or are about to be established there. 
Twenty new banks have actually been opened since December last, 
and twice that number are said to be on their way to being estab- 
lished. The total capital of the new banks is about five hundred 
million Nanking dollars. The explanation of this promoting fever 
lies in the exceptionally large volume of liquid funds which have 
accumulated in Shanghai. There is much speculative activity, and 
the demand for old Chinese bonds and Chungking bonds is excep- 
tionally keen. 


German-Occupied Europe 


The leading German banks continue their policy of strengthening 
their links with the banking systems of occupied countries. At the 
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same time, they are doing their utmost to entangle banking relations 
between these countries and the Reich, in order to increase the 
difficulties of disentanglement after the war. The latest example of 
this deliberate policy of ‘‘ scrambling the eggs”’ is the increase in 
the capital of the Bohemian Union Bank from one hundred million 
Czech crowns to one hundred and fifty million Czech crowns. The 
Deutche Bank, which holds practically the whole of the share capital 
of the Bohemian Union Bank, takes over the new shares and cedes 
them to the Credit Anstalt, which bank is also under the control 
of the Deutche Bank. Originally, the Deutche Bank acquired its 
control over the Bohemian Union Bank as a result of the confiscation 
of the property of the latter bank’s Jewish clients, which placed 
the bank in a difficult position. The Deutche Bank was thus able 
to acquire the controlling shares at a low price. Subsequently, the 
Deutche Bank adopted the policy of starving out minority share- 
holders by withholding dividends. Nearly all but a small fraction 
of the share capital found its way to the bank, as a result of this not 
very dignified method. Through the latest transaction, one-third 
of the bank’s share capital will be controlled by the Credit Anstalt, 
and this latter bank will be acquired from the Deutche Bank’s 
substantial participation in other banks in Central and South- 
Eastern Europe. 

The Netherlands Bank was given extensive powers to call in 
shareholdings exceeding one hundred thousand guilders, holders 
receiving a very low price. It is also authorized to block the pay- 
ments for the duration. The declared object of this measure is to 
enable the Netherlands Bank to check speculation on the Amsterdam 
Bourse, but in practice the measure will work out in favour of the 
increase of German control over the Dutch companies. Owing to 
recent dumping in Amsterdam, it became too costly for German 
interests to continue to acquire participation in Dutch undertakings. 
The measure adopted by the Quisling-controlled- Netherlands Bank 
brought about a slump, and made it cheaper for Germany to buy 
Dutch shares. At the same time, if holders are unwilling to sell out, 
the Germans are now in a position to force them to surrender their 
holdings to the Netherlands Bank, which, in turn, would resell the 
shares to German interests. Steps are reported to have been taken 
by the German and Italian authorities to stabilize the Greek currency, 
which, in practice, was allowed to depreciate to a very considerable 
degree since the German occupation. The depreciation of the 
drachma gave rise to extensive speculation in Greece, assuming 
mainly the form of a boom in real estates. No details are available 
about the method of the stabilization, but it is safe to assume that 
the drachma was devalued to such an extent as to ruin the majority 
of Greek people. 
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Correspondence 
Finances of Refugee Governments . 
To THE EpiTor or ‘ THE BANKER ”’ 
SIR, 


I have just returned from a prolonged sick leave, during which 
period the doctors had ordered me to cease reading papers as usual, 
and I have therefore only now taken cognisance of the article pub- 
lished in your October issue, under the heading: ‘‘ The Finances of 
Refugee Governments.” 

I fully appreciate the spirit of objectivity in which this article 
was written. Nevertheless, some of its passages could, to some 
extent, be misleading, and I should therefore be grateful if you 
would allow me to complete them. 

In the first instance the article states: “. ... the difficult 
interim period of about four months during which most of the 
ministers were in unoccupied France, discussing whether to go back 
to Kelgium or to come here and continue the fight.’”” The following 
sentence seems to imply that the Belgian Government arrived in 
London at the end of October, 1940, and was followed by the repre- 
sentatives of the Banque Nationale de Belgique. 

I would like to point out: (a) that there was never any question 
of the Belgian Government going back to Belgium under German 
occupation ; (b) that on June 18, 1940, the Governor of the Banque 
Nationale de Belgique, in full agreement with me, sent to London 
two representatives of the Bank, Monsieur Baudewyns, Director, 
and Monsieur Ansiaux, Inspector of the Bank; (c) that during 
May, 1940, I had journeyed twice to London, whence I left on May 29 
and where I landed again on August g. I had been preceded here, 
in July, by my colleague, Monsieur de Vleeschauwer, Minister of 
Colonies. Monsieur Pierlot, Prime Minister, and Monsieur Spaak, 
Foreign Affairs Minister, arrived here at the end of October because 
they had been detained in Spain and could only manage to escape 
from that country after two months of captivity. 

* + * 


The article quite rightly describes the machinery through which 
the Belgian Government have been covering their expenses since 
they settled in England. Although the soil of Belgium is entirely 
occupied by the Germans, there is, in Africa, another vast Belgian 
territory, the Belgian Congo. The latter was in a position to supply 


us with the resources which would normally have been forthcoming _ 


from the Metropolis. This is what has been done. 
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It would be well to add that, once the Belgian needs—those of 
the Congo and of the Belgian Administration over here—are covered, 
the surplus of the gold production of the Belgian Congo and of its 
holdings in foreign currencies is, according to an agreement entered 
into, as far back as January, 1941, and since then renewed, handed 
over to the British Government against its counter value in f. At 
one moment we even amplified the support thus afforded to Great 
Britain. 

* * * 

May I now correct a slight mistake ? The article reads: ‘‘ The 
Belgian army has been among the main charges on the budget, but 
now that this army has been transferred to British control, the charge 
will presumably be taken over by the British budget.’ There is no 
question of such a thing. The Belgian army remains a national 
entity and every penny of its expenditure—including the cost of our 
Belgian air squadrons—is borne by the Belgian Treasury alone. 

And this is my last remark: The article mentions that “. . . the 
Belgian Government has strictly met the service of its 4 per cent. 
sterling loan, of which {12,700,000 is now outstanding.” This is 
entirely correct, but I would like to make it clear that what we did 
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for our English loan we also did for all our foreign loans. We have 

met the service of interest and amortization of the whole of our foreign 

debt, with the only limitations of the Trading with the Enemy Act. 
Yours, etc., 


GUTT, 
Belgian Minister of Finance. 


To THE EDITOR OF “ THE BANKER” 
SIR, 

My references to the Norwegian Government’s finances in the 
October issue of THE BANKER appear to have done less than justice 
to the self-sufficiency which they have hitherto achieved. Thanks 
in the main to the substantial income derived from the Norwegian 
mercantile fleet, the Norwegian Government has not, hitherto, had 
to make recourse to the sterling credits, which would, of course, be 
made available to it by the British Treasury, if the occasion arose. 
It must not be forgotten that this fleet of nearly 5,000,000 tons gave 
Norway a net annual foreign exchange income of about {40,000,000 
before the war and that five-sixths of this tonnage was mobilized 
by the Norwegian Government in the service of the United Nations. 
Even allowing for sinkings since then, the income derived from this 
source is still substantial. Moreover, the Norwegian authorities 
have had other resources at their disposal, in particular the foreign 
exchange holdings of their nationals (large in the case of the 
Norwegian shipping companies) and compensation for ships sunk by 
enemy action. Without going too closely into the differentiation 
between income and capital account it can definitely be stated that 
up to now the considerable expenditure of the Norwegian Govern- 
ment in this country has been met without recourse to any extraneous 
help. 

I am, Sir, etc., 
PAUL BAREAU, 


The Balance of Fighting Pee 


To THE EpiTor oF “ THE BANKER” 


SIR, 

In an interesting article in your last issue Dr. Stern gives us the 
welcome and reassuring news that the cumulative war preparations 
of the United Nations in real terms at the moment exceed those of 
the Axis countries by some 25 per cent., and that this superiority 
will increase by next spring to some 40 per cent. The current effort 
of the United Nations at present tops the Axis by 148 per cent. ! 
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This is most encouraging. And this staggering superiority is 
arrived at by putting the Russian war effort, which at present is 
holding not less than 4/5—perhaps even more—of the combined Axis 
strength in Europe, at £1,600 millions p.a., or at little more than a third 
ofour own current effort. China withits armies of some eight millions, 
absorbing the full fighting strength of over a million Japanese 
troops, is put—not indeed alone, but together with British, Dutch, 
Belgian, Fighting French Colonies, Protectorates and Mandates, 
i.e. almost a'l Africa and the Middle East—at {£120 millions p.a., - 
or just a little bit more than one-fortieth of our own current effort. 
And how is this legerdemain accomplished ? By estimating the 
U.S. effort at £15,000 millions p.a. currently or the cumulative total 
to autumn 1942 at {16,160 millions, or some 30 per cent. more 
than Russia. (The U.K. at £12,740 millions is just about to overtake 
the accumulated Russian preparations !)* If this be the true state 
of affairs then indeed —in spite of the four qualifications to which 
Dr. Stern attributes the order of magnitude of 10-20 per cent. 
—all Russians and a fortiori the Chinese must be demigods, our- 
selves mutts and the U.S.A. downright morons. I cannot accept 
this explanation—I prefer to think Dr. Stern has made some mistake. 


The Axis estimates are also somewhat off the mark. Our own 
effort is calculated to be only 25 per cent. below the whole effort of 
Germany, including all occupied territories! Our cumulative total, 
in spite of the vast start of Germany and our slowly rising effort, is 
taken as being at the autumn of 1942 just below one-half of the 
cumulated total of Germany, which includes the vast captures of 
our own, French, Polish, Czech, etc., arms ! 


These fantastic figures are due to several major sets of errors : 


1. Dr. Stern does not attempt to exclude from the global 
budgetary expenditure figures civilian expenditure, e.g. he gives 
our war expenditure figure as at the annual rate of £4,600 millions. 
In this figure, war damage compensation claims, the Canadian 
contribution, subsidies on consumption, etc., etc., are all included. 
Similarly, the U.S. figure of £15,000 milliohs p.a. includesa tremendous 
non-military expenditure, especially Lease-Lend. 


2. Secondly, and even more important, he takes rates of exchange, 
in order to convert his wrong figures into a uniform currency of the 
same purchasing power as the 1942 {£, which are fantastic. Take, 
e.g. U.S.A. Roughly one-tenth of the military expenditure of that 
country is in respect to pay. In that relation the dollar is equivalent 





*In Dr. Stern’s table the U.K. army’s position after Dunkirk is shown to be 
the equivalent to about 40 per cent. of the German and more than 60 per cent. 
of the Russian strength—which can hardly be correct. 
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to roughly sh. 1/3, i.e. a fourth of the rate taken by Dr. Stern (the 
U.S. private receiving roughly $2, ours 2/6, and in the same way 
for higher ranks below General). As far as wages of workers are 
concerned, the relation is perhaps {1 = $8 (if and when mass pro- 
duction really gets going in U.S.A. this will change, but as yet they 
are only at the beginning, as Mr. Lyttelton explained.) Their 
building and tooling (i.e. non-mass-producing) workers are not more 
efficient than ours (c.f. the revelation on the productivity of their 
shipyard workers contained in the Select Committee Report) and 
these workers receive between $0.90-$2.50 PER HOUR! As far as 
raw materials are concerned, we might perhaps take the $ as equiva- 
lent to the actual rate of exchange (though I much doubt it with 
the increase in wages and overtime pay). I should not like to have 
to calculate an over-all rate. The Economist at the beginning of the 
year suggested $8 = f{1. I think that figure is on the low side. 

With respect to the Reichsmark, Dr. Stern falls into the opposite 
error. There we have a slight decrease of over-all wages (though on 
the other side also of productivity) as a result of employing foreign 
workers. The productivity of the German worker, moreover, has 
decidedly increased in 1940—for the conquest of Europe put. at the 
disposal of the Nazis iron-ore and other mines of high productivity. 
Again I should hate to give a global exchange rate. But the rate 
of Rm. 15 to {1 is certainly grossly undervaluing the mark in present 
relative purchasing power. 

3. Far too little importance has been attributed by Dr. Stern 
to the terrific initial expenditure required before arms can be pro- 
duced. This has been aggravated in the case of the United Nations 
by the loss of valuable raw material bases. This has been covered 
in Germany (and also in Japan) to a considerable extent by private 
investment which Dr. Stern altogether neglects. The effective U.S. 
war expenditure (having excluded non-war Lend-Lease, which 
though of the utmost importance to the United Nations, cannot be 
included in this comparison) can hardly be put higher than £6,000 p.a., 
and ours to some £4,000 million p.a. at present. The German current 
effort, excluding Italy and the small Axis Allies in Europe, might 
be as high as £8,500 millions. 

4. The Russian and Chinese figures given by Dr. Stern should be 
radically revised. To assume that the contribution of the Anglo- 
Saxon nations is ‘so overwhelming” that a “‘ vagueness”’ (s7c) 
as to the “ remaining countries’ does not “decisively weaken the 
totals’”’ is thoroughly misleading. 

5. Cumulative figures are wholly meaningless. A large part of 
the Nazi effort, and a good part of our own effort, was wholly 
abortive, e.g. on ships which were sunk, factories that were bombed, 
fortifications (the Ostwall against the Czechs, the Siegfried Line) 
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which will, let us hope, soon be used, but which are at the moment 
somewhat behind the fighting fronts. 

At a rough guess I should say that I agree with Dr. Stern that 
the Allies are more powerful than the Axis (potentially very much so). 
But the relationships between the individual effort of the component 
parts of the United Nations is a very different one from what Dr. 
Stern would like us to believe. 

Our current superiority over the Axis is nothing like as 
comfortable as his tables make out. Russia is still the balancing 
factor. And we cannot afford to rest on our laurels. 


I am, Sir, etc., 
T. BALOGH, 


Dr. Stern writes: Lack of space compels me to restrict myself 
to the major points raised in Dr. Balogh’s letter. 

(1) Dr. Balogh doubts my estimate of the equivalent of the 
U.S.S.R. expenditure, but refrains from making another or from 
describing a safe method or enabling the reader to make his own. 
In consequence, his criticism is no less vague than my assertion. 
It is based on assumptions, viz., of the Russians holding not less— 
perhaps more—than 4/5 of the combined Axis strength in Europe 
and such an achievement being impossible by a force on which 
slightly more was expended to autumn, 1942, than the accumulated 
preparations of the U.K. or one-half of the German preparations. 
These assumptions and inferences are incorrect, in my view. The 
Russians had to face not more than between two-thirds to one-half 
of the enemy strength in Europe; they enjoyed the help of large 
British-American supplies of highly valuable material and the 
protection of their right flank by the British Navy and of their 
left flank by the British Armies in the Middle East ; they had the 
advantage of falling back on their own bases, leaving a hostile 
population in the enemy’s rear; their forces were superior in 
numbers and certainly not inferior in valour and resilience. All 
the same they could maintain the cohesion of their forces only 
by yielding immense territory, their best lines of communication 
and half of their industrial potential. These facts allow of no 
other conclusion than that the preparations have fallen far short, 
by one-half or more, of those of the enemy. The Russian achieve- 
ment loses none of its glory by this recognition. It remains gigantic, 
if compared with their industrial capacity at the various stages. 
It is on that industrial capacity and our own, adjusted for estimated 
differences in efficiency and utilisation for war production, that my 
estimates are largely based. Dr. Balogh supplies no grounds for 
altering them. 
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(2) As to the criticism that the rate of conversion of Reichsmarks 
(15 = £1) “ grossly undervalues the Mark,” Dr. Balogh’s only argu- 
ment is that German over-all wages and workers’ efficiency have 
slightly and at equal paces declined. I have found the opposite to 
be correct, viz., a substantial decline of efficiency per head, relative 
to the change over here, and an increase of gross weekly wages per 
head, both together equivalent to the change of British wages and 
efficiency since 1938. I therefore see no reason to alter the conversion 
rate employed. 

(3) Nor do I accept Dr. Balogh’s suggestion that as regards 
war expenditure the £ is worth more than $8 instead of $4, unless 
given proof of it. Possibly early specimens of American tanks, 
aircraft and other ready weapons did cost twice as much as British 
specimens at the time, but prices have been and are being revised 
downwards with rising production and the bulk of the expenditure 
concerns preparatory works, such as raw materials, factory buildings, 
machine tools, electrical and other equipment and chemical com- 
pounds, things in which the Americans used to be competitive in 
pre-war time. Since then wages have not risen more than in this 
country. Dr. Balogh’s assertion would reduce this year’s American 
direct and indirect war output to 145 per cent. of the U.K. output, 
an impossible figure in face of known quantities in leading industries. 
Others have suggested a rate of $6 for {1 (e.g. O. Hobson, News 
Chronicle). Thismay becloser to the mark, but on re-examining the 
position I was not satisfied that it was nearer the truth than $4. 

(4) Ihave nospace to reply point for point to the minor objectionss 
but may say that they partly offset each other and that the balance, 
even when admissible, is negligible as compared with global figure, 
of £57,000 millions. Some have been answered in advance in adjust- 
ments I and 4 (p. 122/23), to which Dr. Balogh is referred. Others 
are just errors on the critic’s side, such as his objecting to an estimate 
of U.S. contribution of {m. 15,000, whereas my estimate is {m.13,000, 
or his assertion that my table shows the British Army’s position 
after Dunkirk as equivalent to 4o per eent. of the German, etc., 
whereas the table refers to the position in spring of the following 
year and moreover not to that of the armies but to gross total pre- 
parations, before adjustment for gains and losses. 

{It is hoped to publish Dr. Balogh’s rejoinder in our next issue. 
Ed. Banker.] 
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ROYAL BANK OF SCOTLAND 


° ANNUAL GENERAL COURT OF PROPRIETORS 


ASSETS EXCEED {108,000,000 


DUKE OF BUCCLEUCH’S REVIEW 


of the Royal Bank of Scotland was held 

at Edinburgh on Wednesday, 25th Novem- 
ber, 1942, His Grace The Duke of Buccleuch 
and Queensberry, P.C., G.C.V.O., Governor 
of the Bank, presiding. 


Te: Annual General Court of Proprietors 


His Grace said— 

I assume it will be your pleasure that the 
Annual Report and Balance Sheet, with 
Auditors’ Report, will be taken as read. 

Before dealing with the ordinary business 
of the Meeting I should refer to the. great loss 
experienced by the Bank through the death, 
on 29th June last, of Sir Hugh Shaw Stewart, 
Baronet, who had been an Extraordinary 
Director from 1904. Sir Hugh took a keen 
interest in the affairs of the Bank and was a 
regular attender at the Meetings of the Extra- 
ordinary Court. 

The period covered by our Accounts marks 
the third completed year of the War. 


DEPOSITS AND OTHER LIABILITIES 


Turning to the Balance Sheet, we show total 
Assets amounting to £108,171,956, which are 
approximately {10,000,000 in excess of the 
record figures of a year ago. 

Under the heading “ Liabilities,’’ Deposits 
and other Credit Balances have increased by 
£7,192,837 to the figure of 89,199,983. These 
figures, as I stated a year ago, are large for a 
Scottish institution, but I should like to add 
also that they do not indicate any reluctance 
on the part of our clients to help the War 
Effort. Most of our clients have been willing 
and regular contributors to the various War 
Loans and have also taken up freely Tax 
Reserve Certificates. 

Notes in Circulation at £6,357,373 show an 
increase over the previous year of fully One 
and Three-quarter Million Pounds. When 
I addressed you a year ago, I referred to the 
factors accounting for the increase under this 
heading and, at the same time, I gave a warning 
against the dangers and folly of hoarding 
Notes. So far as this Bank is concerned, the 
Pay-rolls of our clients have increased con- 
siderably, and there are also factors connected 
with the reduction in Banking facilities 
throughout the Country which must militate 
against the quick return of Notes to the Banks, 
but I would again repeat my warning to the 
public against hoarding Notes. 

The increase of £883,569 in the total of 
£2,960,755 for Acceptances and Indorsements 
of Foreign Bills and other obligations does not 
call for comment. 


LIQUID ASSETS AND INVESTMENTS 


On the Assets side, our holdings of Cash, 
Balances with the Bank of England and other 
Banks, Money in London at Call and Short 
Notice, etc., amount to almost {£22,000,000. 
That provides evidence of a highly liquid 
position and, along with Treasury Deposit 
Receipts, which stand in the Balance Sheet at 
£7,000,000, represents over 30 per cent. of our 
Liability to our Depositors and to the holders 
of our Notes. 


British Government Securities at {39,341,610 
show an increase of over £4,500,000 on last 
year’s figures. The-.increase under this heading 
shows that our larger resources have been 
mainly utilised towards helping the financing 
of the War. 

It can be said that a higher proportion of 
our Investments in Government Stocks is in 
Short and Medium-dated Loans, and that all 
these and other Investments are valued at or 
under Market prices ruling on the date of our 
Balance. 

Notwithstanding the paucity of Commercial 
Bills, we are pleased to be able to show a 
Portfolio including {1,500,000 Treasury Bills 
of £2,841,915. 7 


ADVANCES 


We have also to record an increase in our 
Advances which at {24,274,678 are up on 
last year’s figures by £350,000. The higher 
figure of our Advances is entirely due to the 
facilities granted to our customers who are 
undertaking vital War Contracts. 


I should explain that the increase of £178,563 
appearing under the heading of ‘*‘ Loans against 
Stocks ”’ is purely temporary and is connected 
with the help given by our clients to finance 
the War. 


PROFITS 


The Net Profit of the year at £516,386 ros. 2d. 
compares with £491,522 6s. 7d. shown a year 
ago, but is still considerably below the Profits 
earned immediately prior to the War. 


APPROPRIATIONS 


The Directors are pleased to be in a position 
to recommend that a Dividend for the Half- 
Year on the Capital Stock at the rate of 
Seventeen per cent. per annum be declared, 
and that £30,000 be applied in writing off 
Expenditure on Bank Buildings and Heritable 
Property, and that a sum of £49,013 13s. 4d. 
be contributed to the Trustees of the Staff 
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Pension Fund. After these appropriations, 
there remains the sum of £76,122 16s. 1od. 
which it is proposed to carry to our Inner 
Reserves against Contingencies. 


BUSINESS OF THE BANK 

The business of the Bank and of our Asso- 
ciates in England—Glyn, Mills & Co. and 
Williams Deacon’s Bank, Ltd.—continue to 
prosper. 

To fill a vacancy on the Board, The Right 
Honourable William Young Darling, C.B.E., 
M.C., Lord Provost of Edinburgh, was elected. 
The Lord Provost, who is a notable figure in 
Scottish life, holds office until this Court, 
when he comes up for re-election. 


In passing I might say that this is the 
seventh occasion that the Royal Bank have 
included in their Directorate a Lord Provost 
of the Capital of Scotland and, from what we 
have seen of our new Director at our Meetings, 
we regard ourselves as fortunate in obtaining 
him as a colleague. 


SCOTTISH INDUSTRY 

With the whole of the Country’s Industry 
concentrated on the War Effort, a review of 
Scottish Industry at the present time is hardly 
called for. I should, however, like to say a 
word on Scottish Agriculture which has made 
an increasing contribution to the national 
larder. Many farmers have been handicapped 
by a shortage of experienced labour, and 
transport problems affect the remoter districts 
of Scotland most severely. With the general 
rise in prices for agricultural produce, a 
reasonable measure of prosperity has been 
restored to arable farming, but the future af 
hill sheep farming is still obscure. 


Afforestation, both during and after the 
War, is of vital importance to Scotland, and 
the provision of essential softwood timber 
from woodlands in private ownership has 
proved in two wars of the greatest value to 
the country. 


It is to be hoped that both in Agriculture 
and Forestry the contribution during this 
period of national emergency will be remem- 
bered and recognised after the War is over. 


I should also like to refer to the important 
work which The Right Hon. Thomas Johnston, 
Secretary of State for Scotland, along with his 
Council of State and the Council for Scottish 
Industry, is doing in the drive to improve 
Scottish industry. Already there are signs 
that the effort is bearing fruit, and we wish 
Mr. Johnston every success in the praise- 
worthy object he has in view. 


TRIBUTE TO OFFICIALS AND STAFF 

We have at the present time 703 Members 
of our pre-War Staff serving with His Majesty’s 
Forces. In addition to this, thirteen Members 
of our Staff have made the full sacrifice, and 
our sympathy goes out to their relatives. 
Twenty-one others are reported to be missing 
or prisoners in the hands of the enemy. 


Wherever possible we have arranged, through 





the intermediary of the Red Cross, that weekly 
parcels, containing books, cigarettes and 
suitable articles, shall be sent to these prisoners 
to help to ease their unenviable lot. 

To meet the heavy calls on our man-power, 
we have closed, since 1939, 49 of our Branches. 
We regret that the closing of so many of our 
Offices involves the severance of business 
relations with clients of long-standing, but we 
hope that in the post-War period we may be 
in a position to again provide Banking service 
in the districts from which we have felt it our 
duty to withdraw in the present emergency. 


The Report and Recommendations of the 
Kennet Committee on Man-power in the 
Banking Industry which have recently been 
made public will, if adopted, involve a further 
strain on our man- and woman-power, but 
we shall do everything we can loyally to fall 
in with the recommendations of the Committee 
whose findings, it is felt, have shown an 
understanding of what the Banks have done 
in the past three years and are now doing to 
help the War effort. 

I know that I am echoing the views of the 
Directors and Proprietors when I express our 
great appreciation of the loyal manner in 
which the Staff—male and female, permanent 
and temporary—have carried out their duties 
in these difficult times. Without their whole- 
hearted support the satisfactory results of the 
year could not have been achieved. To Mr. 
Whyte, the General Manager, the Assistant 
General Managers and the Officials at Head 
Office, London, Glasgow, Dundee and Aber- 
deen, our thanks and congratulations are once 
again due for the devoted services which they 
have so unsparingly given in these difficult 
times. 

STAFF PENSION FUND 

In line with modern practice a separate 
Staff Pension Fund was established during the 
past year, and the amount formerly standing 
at the credit of Pension Reserve Fund, along 
with a sum from the Bank’s Inner Reserves, 
has been transferred to the names of Trustees 
—some of whom are Members of the Staff— 
for the administration of the Fund. 


OUTCOME OF THE WAR 


In conclusion, I would only add that we are 
more convinced than ever of the successful 
outcome of the War, and it is my earnest hope 
that when I address you next year victory 
will have been achieved by us and our Allies. 


APPROVAL OF ACCOUNTS—DIVIDEND 

I now beg to propose that the Report, con- 
taining a Statement of the Accounts and 
Balance Sheet, be approved, and that out of 
the Profits of the year a Dividend at the rate 
of Seventeen per cent. per annum for the 
Half-Year, under deduction of Tax, be declared 
in conformity therewith. 

The Report was approved and the Governor, 
Deputy-Governor, Extraordinary Directors 
and the Retiring Ordinary Directors were 
re-elected and Auditors were re-appointed 
for the ensuing year. 
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Cheque enclosed. . 


A ‘Christmas’ cheque for the R.A.F. Benevolent Fund 
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is not merely a welcome, seasonable gesture, it marks 
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your gratitude to a very gallant company whose 


devotion and sacrifice are indeed beyond all gratitude. 


It brings practical help to the wounded, the injured, the 


out-of-action; to the widow, the orphan, and other 
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dependants deprived of their financial mainstay ; it brings 
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comfort to every member of the R.A.F. by supporting 


a great Organisation which he knows will never fail him. 
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In view of rapidly increasing demands upon the Fund, 
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that ‘Cheque enclosed’ can hardly be too generous. 


ROYAL AIR FORCE 
BENEVOLENT FUND 


Please send Donations to 
LORD RIVERDALE, Chairman, or 
BERTRAM T. RUMBLE, Hon. Sec., Appeals Committee, 
R.A.F. BENEVOLENT FUND, 1, SLOANE STREET, 
LONDON, S.W.1. 
Make Cheques and Postal Orders payable to the R.A.F. 


Benevolent Fund. 


x) 20 
> 


29 


fo 2) 


29 
f Sy, 


° 


G <9 <9 
‘ ies ° PeWaec ISS 
01 o" 


2 
f. xy 


ade a9 a9 
tT. ye. > 
£ 4 


as 
fc oy, 


we 


We (Registered under the War Charities Act, 1940.) 
BC) ° ° 20° ° a00 ° 00 ° ° ° . a00 ° aco e0°0 20° o° ° ° 
WZ NZ NG NANG NG NN NZ NAN NNN NAN ANN, 


Zee 
<a 
Oo" 





PRINTED IN GREAT BRITAIN BY F J]. PARSONS, LTD., LENNOX HOUSF, NORFOLK STREET, LONDON, W.C.2, AND 
MASTINGS AND PUBLISHED MONTHLY BY THE FINANCIAL NEWS LIMITED, 20 BISHOPSGATE, LONDON, F.C.2 





